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We founded Sapient based on a single promise to our
clients — to do whatever it takes to deliver the right business
results, on time and on budget. For over a decade,

our teams have consistently delivered on this promise.




2003 Financial Highlights

Sapient Corporation

For the fiscal year that ended
December 31, 2003, consolidated
services revenues were $184.8
million, a six-percent increase over
consolidated services revenues

of $173.8 million for 2002. Our loss
from continuing operations on a
U.S. GAAP basis for the year totaled
$4.9 million, or $.04 per diluted
share, compared to 3 loss of $222.5
million, or $1.78 per diluted share,
for the year 2002.

We delivered progressively better
revenue results throughout the year.
In the second half of 2003, we saw
growth in the demand for our
services and an improvement in our
pipeline of potential business.
Utilization irnproved from 64 percent
for the fourth quarter of 2002 to

77 percent for the fourth quarter

of 2003. Our annualized service
revenues per billable employee
improved from $137,000 for the
fourth quarter of 2002 to $174,000
for the fourth quarter of 2003.

In 2003, we also achieved reductions
in our project-personnel costs
(before reimbursable expenses),
selling and marketing costs, and
general and administrative costs.
These costs declined 21 percent

to $188.0 million for 2003, from
$238.8 for 2002.

We aggressively managed costs
throughout the year. We achieved
revenue growth from $41.9 miilion

- to $51.8 from the fourth quarter

of 2002 to fourth quarter of 2003,
respectively, while our costs
increased from $50.0 to $50.5
million. We finished 2003 with a
strong balance sheet, with combined
cash, cash equivalents, restricted
cash, and marketable investments
of over $161 miltion at year-end.

2003 2002 Change
Services Revenues $184,795 $173,811 $10,984
in thousands
Loss from Continuing Operations | ($4,878) ($222,462) $217,564
in thousands
Loss Per Share from ($0.04) ($1.78) $1.74
Continuing Operations




To Our Shareholders,

We began 2003 with two important goals: to deliver profitable growth and build a better business. We are pleased
to report significant progress on both goals. In 2003, we grew our revenues for four consecutive quarters, as

well as year-over-year, and were profitable in the final two quarters of the year. We also made strides in improving
our business model by increasing our long-term recurring revenue and achieving a better balance of revenues by

industry and geography.

We delivered revenue growth throughout the year, culminating in a fourch quarter in which revenues were up

16 percent sequentially and 24 percent from the fourth quarter of 2002. Three out of our four United States-based
business units grew in 2003. Revenues for our German business grew by 30 percent and those for our United
Kingdom business grew by 19 percent, in local currencies. International revenues overall grew 31 percent in

U.S. dollars. For the year, 59 percent of our revenues came from the U.S. and 41 percent from outside of the U.S.

We also achieved better diversity of our revenues across industries globally. Public Services, which includes
Government, Healthcare, and Education, was our largest segment in 2003, representing 24 percent of total revenues.
This was followed by Energy Services at 23 percent, Technology & Communications at 16 percent, Travel- and
Consumer-related businesses at 16 percent, Financial Services at 13 percent, and Automotive & Industrial representing

8 percent of total 2003 revenues.

As we increased overall revenue in 2003 compared to 2002, we continued to improve the efficiency of our operations.
Last year, we reduced selling, general, and administrative costs by 28 percent compared to 2002. These savings came

from operational-efficiency and cost-structure improvements in our non-billable functions.

Additionally, we increased the percentage of our revenues from engagements using our Global Distributed Delivery™
{GDD) model from 45 percent in 2002 to 54 percent in 2003. As we enter our fifth year of offering GDD, our
workforce in India now comprises half of our billable people. We are well positioned to meet the increasing
market demand for high-value global delivery capabilities and to capture market share in the growing application

outsourcing market.

Important to our long-term success is the fact that revenue growth was pardy driven by an increase in longer-term
recurring revenues. In 2003, recurring revenue relationships — defined as longer-term contracts that often cover
a variety of services— represented 18 percent of total revenue. An important component of recurring revenue is

application management services, which grew by 94 percent year-over-year.

In addition to the progress on performance and improvements to our business model, there is one achievement
in 2003 that stands out. We achieved client satisfaction scores that were the highest in our history. This achievement

is a testament to the dedication of our people and the strength of our processes, and it is an important indicator of

the repeat business we hope to earn from our clients in the coming year.




Looking Ahead

A year ago, we said we were cautiously optimistic about 2003. The year unfolded much as we expected. The business

environment was challenging but improved as the year progressed.

Based on growth in demand for our services that began in the third quarter of 2003 and forecasts of moderate

economic growth, we expect the 2004 business environment to be slightly more favorable than 2003.

Given the environment we expect in 2004, we Lave identified three key goals for Sapient this year: (1) achieve
acceleration in our business, (2) continue our ccmmitment to excellence in the work we do for clients, and (3) attract

and retain great people.

Accelerating Our Business

In 2004, we are positioned to accelerate the company’s revenue growth and margins beyond 2003 levels. With our
expectation of modest growth in the economy, we need to take advantage of that growth and also caprure market

share based on our differentiation and market competitiveness.

The keys to achieving accelerated growth and margins are expanding our client base, leveraging the long-term
relationships we have established, and securing new long-term client relationships. In 2004, we will build on the

momentum we created in 2003, increasing our penetration in the markets we serve.

Continued Commitment to Excellence

Our promise to our cliencs is to provide the right business results, on time and on budget. This simple promise
requires an operating model that combines deep industry and business expertise; the right design, program
management, and technology skills; the ability to provide better value through global delivery; and a commitment
to accountability through a fixed-price, fixed-time model. This unique combination sets us apart from the global

system integrators and emerging offshore companies.

To further our leadership position, three areas of focus for 2004 will be: industry and business expertise, technology

innovation, and global delivery.

Industry and Business-process Expertise
In the industries we serve, we have a reputation for delivering results, bringing deep knowledge and expertise, and

working with our clients to develop industry-leading solutions.

An example of our industry strength last year was our work in Technology & Communications. We worked with

industry leaders such as AT&T, Cingular, Cisco, HP, Nextel, Motorola, Sony, T-Online, Verizon, and Vodafone.

In 2004, we will build upon our industry track record, leveraging our expertise to identify new clients and

opportunities and delivering solutions that make the most impact on our clients’ businesses.




Technology Innovation

We will also continue to remain at the forefront of technology innovation, engaging with clients and partners to
identify and define new ways to leverage technology to deliver business results. Last year, we achieved wide recognition
for several accomplishments, including Microsoft Internet Business Solution of the Year for our work with MIT.

In 2004 to date, we have helped clients bring Linux into the enterprise, define service-oriented architectures, and

develop strategies to realize the value of radio frequency identification (RFID).

Global Delivery
Through the use of our methodology, Sapient | Approach, our clients have experienced a rate of success that is nearly
three times the industry average. In 2004, we'll continue to leverage our combination of Sapient | Approach and to

provide our clients with superior returns over other options.

Continued Commitment to Building a Great Place to Work

-
We have developed a culture that is our foundation for delivering consistent and outstanding results to our clients.
Our clients tell us repeatedly that our culture and the passion and commitment of our people are significant

contributors to the success of their initiatives.

Building on this culture as we accelerate our business will be critical to delivering on our promise and ensuring our
long-term success. In 2004, hiring the right people and improving our retention rates will be important to achieving

our goals.

In Closing

In a highly competitive market, our clients continue to tell us that we get it right. Our unique model helps clients
solve their most pressing business and technology challenges, providing greater certainty of success and better value

than any other option.

We look forward to 2004 bringing greater economic growth to the countries in which we operate, improving upon
the growth we experienced in 2003. Our leadership team and people are prepared and committed to delivering on our
promise in the year ahead. As we continue to refine our business, improve our operations, and deliver outstanding
results to our clients, we are confident that we have the strategy in place thar posicions us for marker leadership in the

years ahead.

Thank you for your continued support.

—— / é /%w‘\

Jerry A. Greenberg J. Stuart Moore

Co-Chairman and Co-Chairman and
Co-Chief Executive Officer Co-Chief Executive Officer




2003 Client Stories

Rock-Tenn Company
U.K. Government
National City Corporation
Essent Energie

Massachusetts Institute of Technology (MIT]




“Great consulting is based
on trust. | know from
experience that Sapient
will always stick by us,
do whatever it takes to
deliver the value we
expect, and absolutely
keep Rock-Tenn's best
interests at heart—allin a
fixed-price business
model that minimizes
our risk. It's an ongoing

relationship we value highly.”

—Jim Rubright
Chairman and CEO
Rock-Tenn Company

Future-state Processes and Capabilities to Reduce Cost,
Increase Competitiveness, and Enable Business Visibility

A $1.6 billion company, Rock-Tenn is one of North
America's leading manufacturers of packaging
products, merchandising displays, and recycled
paperboard. The company’s Alliance Division —
responsible for supplying merchandising goods,
services, and programs for the consumer packaged
goods industry — has a reputation for high service
that is driven by its ability to provide customers
with quick design turnaround, frequent collaboration,
and timely order information. Despite this, the
disparate IT applications and manual processes
supporting this high level of service were not

cost effective and provided only limited operational
and financial visibility. Management realized

that future success depended on moving to more
standard business processes enabled by an integrated

system that tied its applications together.

Sapient stood out as the partner of choice for this
initative, given its combination of deep technical
experience, a strong understanding of both the
consumer products industry and Rock-Tenn’s
customer base, and its relentless focus on ensuring
business value from technology investment.
Additionally, Sapient provided Rock-Tenn’s
management with a clear and compelling vision
of what the company’s future placform would

ultimately look like.

Leveraging its fixed-price, fixed-time model and
Global Distributed Delivery™ (GDD) capabilities,
Sapient helped Alliance define and implement
future-state business processes and technology
capabilities to reduce costs, enable business

visibility, and retain its competitive advantage.

A Strategic Approach to Systems Integration
Early on in the engagement, the joint Sapient and
Rock-Tenn team realized the need to approach
the solution strategically. The team identified three
interdependent tracks of work to be undertaken
simultaneously: enterprise application integration
(EAI), business intelligence, and business process

reengineering.

The EAI track was integral to reducing redundant

data entry and eliminating manual checks and

balances in the business processes, as well as to

building a technology platform that could be

leveraged for future growth. Sapient, a Microsoft”

Gold Certified Partner, deployed Microsoft®

BizTalk® Server 2004 to tie all applications and

product data together, which provided for:

*» Timelier inventory reconciliation

* Order tracking and status throughout the design
and sales cycle

« Coordination of multple business processes

externally with customers

A standard business-intelligence framework and
platform were implemented and specific reports
were developed to capture and measure key business
metrics and provide consolidated financial and
operational information across the organization’s

customers, geographies, and sales force.

Sapient and Alliance also worked together to develop

standardized operating procedures throughout the

sales and design cycle. The combined team created

future process flows that were used to clarify existing

roles, define new roles, and develop required

training as part of the change management effort.

Benefits of this work included:

* Clearly defined role expectations

* A streamlined and standardized process for
creating cost estimates

* An overall reduction in errors throughout the

design and sales cycles

As a result of this work, Rock-Tenn’s Alliance
Division now has a scalable business and
technology platform that will provide continued
high customer-service levels, enable better

cost management, and allow for future growth.
Additionally, Sapient and Rock-Tenn have

developed an ongoing, trusting relationship.



“We were looking to enable
the timely and accurate
provision of information
and services that our
citizens need in a familiar,
intuitive, and consistent
environment. Sapient
made this possible. The
team’s ability to quickly
establish the right solution
to the right question
was integral to the success
of this program.”

—Alan Mather
CEQ, Service Delivery
U.K. Office of the e-Envay

Connecting the UK. Government and lts Citizens

Charged with connecting the citizen to the U.K.
government through the online channel, the
Office of the e-Envoy (O¢E) formed the e-Delivery
team (eDt) to provide products and services

for making the Internet the primary channel for

citizen-government interactions.

Through an ongoing relationship with the OeE
that began in 2001, Sapient worked closely with the
eDr to develop one of its primary products, a
centrally hosted content-management framework
both flexible and scalable enough to support the
various needs of all of the government’s websites.
This solution enables the U.K. government to
meet its goals of:
* Providing a more citizen-focused service through
user friendly, intuitive interfaces
* Reducing both development and on-going
support and maintenance costs
* Sueamlining content across the sites through
a content-management system
* Integrating government transactions with
Government Gateway—a secure payments engine
» Allowing for easy integration with other

technologies

Quickly Creating an Integrated Solution

This initiative had a very short time frame in which
it had to be delivered. The combined Sapient

and eDr team held a series of Fusion™ workshops
throughout the program life cycle to bring together

key stakeholders to quickly drive executive

ownership and commitment, develop a common
vision, and develop the scope and road map

required to meet the eDt’s business drivers.

In 40 weeks, the Sapient team delivered a fully
functional content-management solution that
included:

* Implementation of a complete content-delivery
application, rendering code compliant with
best-practice UK. standards (W3C standards and
meeting both WAI level A accessibility guidelines
and the stringent Royal National Institute for the

Blinds’ See It Right accreditation)

Organizational, business engagement, content,
and technical standards as well as documentation
to support the future growth and rollout of

the framework to departments and third-party

developers

Implementation of a content-management system
that includes mulilingual content management,
flexible workflow management, metadata

management, and digital asset management

Development of a framework based on significant
user-experience design expertise to gain insight into

how U.K. citizens interact with the government

Sapient utilized its unique Sapient | Approach and
fixed-price, fixed-time model to design, develop,
and implement the fully integrated solution in less

time and at a lower cost than other options.

MEETING THE U.K. GOVERNMENT'S CONTENT NEEDS

The number of governmental departments that have chosen to deploy and manage their websites
on the Sapient-developed platforr to date demonstrates the early success of the framework:

— The U.K. government portal wwiwv.ukonline.gov.uk

— The Department of Health www.dh.gov.uk
— The Office of the e-Envoy www.e-envoy.gov.uk

- The Commission for Healthcare, Audit and Assessment www.chai.org.uk
— The new U.K. government’s citizen-focused website www.direct.gov.uk




“Working with the Sapient
team was a very enjoyable
experience. Your people
are top notch. I think there
was a great rapport
between our groups. Your
project management
was excellent. You mapped
out the project and then hit
every key date—delivering
exactly what you said
you would when you said
you would do it.”

—Scott Linabarger
Senior VP, Web Marketing
National City Corporation

Top-ranked Customer Experience Leads to Impressive

Growth and Brand Alignment

National City Corporation s a $114 billion diversified
financial services company based in Cleveland, Ohio.
Ranked by American Banker as the ninth-largest
bank holding company in the U.S,, its core businesses
include commercial and retail banking, consumer
finance, asset management, mortgage financing and

servicing, and payment processing.

NarionalCity.com is the primary method used by
the company’s more than 830,000 online banking
customers to reach their online accounts. Having
grown organically over time, the National City site
was home to a number of disparate sub-sites, each
largely controlled by the company’s various business
units. As part of a corporate-wide rebranding
initiative, the company wanted to create a more
compelling site design that would align wich the
new corporate brand, better serve its customers, and

generate higher customer acquisition and retention.

Around this time, Nadonal City and Sapient were
engaged in a Fusion™ workshop focused on a
strategic initiative spanning all lines of business.
Impressed by Sapient’s structured process and ability
to actively engage and manage its many stakeholders,
National City invited Sapient to compete for the
website redesign work. Ultimartely, Sapient’s ability
to drive stakeholder agreement, deep understanding
of the financial services industry, and experience
creating award-winning web solutions made it the

best strategic partner for this initiative.

Using a combination of program managers, designers,
information architects, and researchers, the Sapient

team delivered, on time and on budget, visual

design concepts and frameworks that provided an
informed understanding of how customers interact
with National City’s website. National City used
these concepts and frameworks to implement a more
cohesive, coherent site designed to better support
its refreshed brand and bring abour significant gains

in online customer acquisition and retention.

Recognizing the Importance of the User
Experience

Throughout the initiative, the combined Sapient
and National City team conducted extensive user
research to model how customers and prospects
interact with banking websites, delivered a current-
state audit of the site, conducted competitive
analysis, and completed usability testing to inform
the new design. The team also overcame challenges
such as maintaining continuity across a site with
thousands of pages of content, determining

what existing content was relevant to the company’s
new messaging, and effectively communicating
financial information in ways that National City’s

customers can understand and respond to.

Integral to this engagement was Sapient’s ability to
understand and design for users’ needs. The team
employed tools and methods such as user interviews,
card sorting, and scenario-based testing to
understand National City’s customers, how they
view their finances, and their expectations around
the banking process and banking websites. It was
this understanding that allowed the team to design
a meaningful customer experience that brought the

bank the desired business results.

DELIVERING THE RIGHT RESULTS

Mational City came to Sapient with a set of well-defined goals and metrics for the redesign initiative:
-> Enhance customer acguisition; measured by new online customer applications

- Increase customer retention; measured by online enrollment in various National City online services

- Improve National City's reputation as a provider of online services; measured by the research firm Gomez

With the launch of the new design and National City’s continued focus on improving its online services,

the company has seen a significant improvement in each of these metric areas:

->» The number of new online account applications grew by 108 percent

— NationalCity.com was recognized by Gomez as the number-one bank website for growing small
businesses and as one of the best small business banking websites in the country

—> Change Sciences Group ranked NationalCity.com as the number-one easiest bank website at which to

open a checking account




“We partnered with Sapient
on ParkMaster both for the
definition and implementation
of the underlying architecture

as well as for the specific
work on the applications that
live on it. They shared this
vision with us and brought
a wealth of business,
architectural, and technical
know-how to the problem.”
~Chip Register

Managing Director
Essent EMG

Delivering a Unified Architecture to Achieve Market Advantage
and Realize a Return on Investment by the End of 2005

Essent, a leading Dutch utility, is a verrtically and
horizontally integrated energy company, with
generation, storage, and transportation assets for
multiple commodities. With an operation spanning
the entire energy services value chain and facing
impending deregulation, Essent needed to improve
its ability to handle large volumes of complex

data, significantly increase revenues, and run a more

efficient business.

Essent partnered with Sapient to imolement a
comprehensive program to redesign the business
processes and application set that support the
entire range of energy data management needs.
The ParkMaster program will help Essent optimize
its asset park management and customer portfolios
to achieve a sustainable leadership position in

the European energy market by providing superior
visibility and data management across the entire

value chain.

Fixing Price, Time, and Scope for the Right
Business Results

Essent knew that comprehensive data management
would have a revolutionary impact on its business,
improving everything from asset optimization

to forecasting to trading and risk management and
resulting in better cash flow, a higher return on

the existing technology investment, and 2 higher
return on capital invested in energy assets. However,
anticipating the size and complexity of realizing

a centralized model, Essent needed a strong business

case for going down this path.

Sapient helped Essent estimate the potential value
of managing risk across its portfolio. Drawing from
the outcomes of this work and existing business
process knowledge, Sapient defined the ideal
solution and worked closely with stakeholders up
front to forge consensus around a fixed price, time
frame, and scope for the program. This commitment
gave Essent a clear picture of what it would get,

when, for how much—before budget was allocated.

This effort has also resulted in a shift to Essent
Energy’s working paradigm. Due to the satisfaction
with Sapient’s process, all new projects and programs
within the Energy Management Group (EMG)
now begin with a phase to define the business need,
a business case, a set of business requirements, and

a plan for design and implementation.

Leading the Industry with a Revolutionary
Program
Sapient used the knowledge gathered from Fusion™
workshops and the business analysis to articulate
the different problems and their relationships, giving
Essent the confidence to pursue a revolutionary
program in the industry. Within this program,
Sapient is delivering critical systems thar will
dramatically improve data management across
EMG’s entire value chain, such as:
* A custom-built end-user pricing, contract, and
product management system that captures
complex deals and serves both wholesale and retail

pricing needs
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* A custom-built gas optimization system that
provides real-time gas portfolio information,
enabling better decision-making and eliminating
data errors and manual processes

* A common deal-capture system that replaces
spreadsheets and delivers core deal data and
position reports

* An improved billing and settlement via integration

with Essent’s existing back-office functionality

Ac the program’s core is an architecture that contains
modules designed to deliver the right business
functionality and efficiendy support the core business
processes necessary for a market-based industry.
Combining a best-of-breed mixture of custom-built
applications and software packages, the program

is designed to deliver the right business functionality
and efficiently support the core business processes

necessary for a market-based industry.

Achieving the Highest Return with Global
Distributed Delivery™

For the smooth delivery of one of the most complex
business and technology transformations in the
industry, Sapient is managing and implementing a
program of approximately 100 people across Europe
and India, as well as multiple third-party vendors
and subcontractors. Essent was initially skeptical
about using a distribured workforce but soon realized
that it was getting the highest standard of service
excellence for a competitive price—achieving the
highest real return over any other option. Sapient’s
world-class program management and Global
Distributed Delivery™ model have given Essent the

value of an offshore model without the compromises.

Realizing a Full Return on Investment by
the End of 2005

Essent expects the flexible architecture and
cross-application data capability to increase revenue
and improve decision-making based on improved
forecasting, risk analysis, and flexibility. Essent also
expects the improved access to and reliability

of data to result in a significant drop in errors and
fines. Overall, considering improvements to

the portfolio and dramatically reduced support
costs, Essent expects to see a full return on most

investments by the end of 200s.

Partnering to Drive the Industry Forward
Sapient’s partnership with Essent is based on strong
relationships, a shared sense of purpose, and,
most importantly, trust. Early on, Essent shared
in-depth knowledge about its direction, straregy,
and business goals with Sapient—opening up

to an extent not typical for companies working
with consultants. And, unlike other consulting
firms, Sapient committed dedicated teams,
including the management and executive levels,
to the programs from start to finish. Essent
experienced this dedication in action, and the

result is one unified team that is working to create

something revolutionary for the industry.

“At the end of the day, both of us
share the desire to push out
into new frontiers in this space.
I am absolutely confident we
are focused on the right
problems and have the right
team working on them.”

—Gordon Barr
Chief Operating Officer
Essent EMG
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“We knew from the beginning
that we would need a deep,
trust-based partnership to
pull off something this large and
this complex. We were also
impressed by the fixed-time,
fixed-price nature of Sapient’s
offerings as well as their proven
Global Distributed Delivery
model with India.”

—Marc de Thouars
Manager of Information Technology
Essent EMG
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“Our Sapient team
exemplifies all one could
hope for in a strategic
partner—-capable,
committed, professional,
and totally focused on
results. Simply stated, we
would not have succeeded
without Sapient.”

—Anne Margulies
Executive Director
MIT OpenCourseWare

Taking Content Management to the Next Level to Impact

Learning Worldwide

The Massachusetts Institute of Techrology (MIT)
wanted to develop an electronic publishing model
that helps to support the university’s mission

of advancing knowledge and educating students in
science, technology, and other areas of scholarship
that will best serve the nation and the world

in the 215t century. With a proven track record of
delivering large-scale content-management solutions
that improve business processes, increase customer
and employee satisfaction, and reduce maintenance
costs, Sapient was the clear partner for this
inidative. Together, Sapient and MIT designed and
developed MIT OpenCourseWare (MIT-OCW),

a revolutionary, web-based publishing initiative
that provides free, searchable access of nearly all

of the university’s undergraduate anc. graduate

course material to anyone around the world.

Leveraging Sapient’s unique, collaborative approach
and fixed-price, fixed-time model, the Sapient

team helped MIT to rollout MIT-OCW in less time,
at less cost, and with less risk than any other

available option.

An Innovative Approach to Content
Dissemination

While many universities offer some courses online,
MIT is the first institution to promote free and
open sharing of all course content for non-profit
educational and research purposes. Not only does
MIT-OCW represent a major innovation in how
educational content is disseminated, but it is also

one of the largest Microsoft content-management

systems ever deployed. The supporting technology
infrastructure was designed using Microsoft
Content Management Server 2002 and .NET

technologies.

The MIT-OCW system provides a scalable base for
managing up to one million resources and will
enable open access to the course materials from
virtually all of MIT’s 2,500 courses. The system’s
authoring site is currently being used by so people
and handles an average of 4,500 transactions

per day. The external site (ocw.mit.edu) is used

by hundreds of thousands of users worldwide and

handles millions of page views per month.

The system allows MIT to organize significant
amounts of course materials—including lecture
notes, problem sets, streaming video, multmedia
simulations, exams, and reading lists—in a way thar
is easy for educators, students, and self-learners

to navigate through and adapt according to their
individual needs. It offers a single, searchable
organizing structure intended to eventually cover
all of the university’s courses, including uniform

metadata abour the site’s contents.

In addition to the strategy, program management,
technology development and implementation, and
content migration expertise Sapient brought to
this initiative, its application management services
capability is being utilized to provide 24-hour

e-mail and customer-service support for MIT-OCW.

RECOGNIZING SUCCESS

Microsaft's Chairman and Chief Software Architect Bill Gates nominated the MIT-OCW initiative for the
Computerworld Honors Program — formerly the Smithsonian Innovation Award. The combined Sapient and MIT
team was selected as a ‘Laureate” in the program, which recognizes organizations whose use of information
technology has been especially notevvorthy for the originality of its conception, the breadth of its vision, and the

significance of its benefit to society.

Additional Recognition

-> InfoWorld awarded MIT-OCW with a 2003 InfoWorld 100 in recognition of the development team’s use of
innovative and complex technologies to accomplish project goals

—> As a result of the use of Microsoft's .Net and Content Management Server 2002, Sapient was honored with
a 2003 Microsoft Internet Business Solution of the Year award, which recognizes Microsoft corporate partners
who have built solutions that funcamentally transform the way customers canduct business

- MIT-0CW was honored twice at the 2003 Massachusetts Interactive Media Council [MIMC) Awards, as the
winner in the Education {nstitution category and as the recipient of the Best User Experience award
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements contained in this Annual Report on Form 10-K constitute “forward-looking state-
ments” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. All statements included in this Annual Report, other than statements of historical
facts, regarding our strategy, future operations, financial position, estimated revenues, projected costs,
prospects, plans and objectives are forward-looking statements. When used in this Annual Report, the words
“will,” “believe,” “anticipate,” “intend,” “estimate,” “expect,” “project” and similar expressions are intended
to identify forward-looking statements, although not all forward-looking statements contain these identifying
words. We cannot guarantee future results, levels of activity, performance or achievements, and you should not
place undue reliance on our forward-looking statements. Our actual results could differ materially from those
anticipated in these forward-looking statements as a result of various factors, including the risks described in
Part 11, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Risk
Factors” and elsewhere in this Annual Report. Our forward-looking statements do not reflect the potential
impact of any future acquisitions, mergers, dispositions, joint ventures or strategic investments. In addition,
any forward-locking statements represent our expectation only as of the day this Annual Report was first filed
with the SEC and should not be relied on as representing our expectations as of any subsequent date. While
we may elect to update forward-looking statements at some point in the future, we specifically disclaim any
obligation to do so, even if our expectations change.
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PART I

Item 1. Business
General

Sapient is a leading business consulting and technology services firm that plans, designs, implements and
manages information technology to improve business performance for Global 2000 clients. Sapient was
founded in 1991 based on a single promise: to deliver the right business results on time and on budget. Our
fixed-price/fixed-time model, combined with industry, design, technology and process expertise, provides
clients with the highest business value at the lowest total cost of ownership. Sapient has offices across the
United States [and in Canada, Germany, India and the United Kingdom.

We are able to deliver superior returns for our clients by addressing the biggest problem that most
companies face when pursuing business-enabling technology projects: the majority of technology projects are
finished late or over budget, lack promised capabilities or simply are never finished. Using our unique Sapient
Approach, we are able to plan, design, implement and manage information technology solutions that are
designed to deliver tangible business value to our clients in the form of increased revenues, reduced costs and
more effective utilization of assets. We are able to deliver these solutions for the price and within the time
frame we promised to our clients, further enhancing the return to the client on its technology investment.

Our clients can enhance their returns on their technology investments through our Global Distributed
Delivery™™ (GDD) model, which enables us to deliver complex technology solutions across multiple
geographies. Many distributed development models involve simply building software applications from a
remote location or augmenting domestic project teams with resources that travel from overseas. These models
have limited ability to deliver dynamic, business critical solutions, which require ongoing business involvement
and user input. Our GDD model, on the other hand, involves a single, coordinated effort between development
teams in a remote location (typically highly skilled technology specialists in our New Delhi office) and
development and client teams in North America or Europe. In order to work effectively in this globally
distributed environment, we have built extensive expertise and processes in managing business specifications
and project management issues between the various development teams that are needed to allow continuous
project work. By utilizing our GDD model, we deliver complex, high-quality solutions to our clients at a lower
cost, and deliver these solutions more rapidly by working across multiple time zones. In 2003, 54% of our total
service revenues came from projects utilizing our GDD model.

We deliver our services in the United States primarily through four industry business units: financial
services; technology and communications; automotive, consumer and energy; and public services. Outside of
the United States, we deliver our services primarily through our United Kingdom, Germany and Canada
business units. Within our international business units, we focus our sales and delivery efforts on certain
industry specializations. Through our global industry focus, we have developed an extensive understanding of
our clients’ markets and are able to effectively address the market dynamics and business opportunities that
our clients face. This understanding further enables us to identify and focus on critical, industry-specific
business processes that are specifically enabled by technology. Further information about our international
operations and our operating segments is located in Note 2 in the Notes to Consolidated Financial Statements
included in this Annual Report.

Sapient was incorporated in Delaware in 1991. Our executive offices are Jocated at One Memorial Drive,
Cambridge, MA 02142, and our telephone number is (617) 621-0200. Our stock is traded on the Nasdaq
National Market under the symbol “SAPE.” Our Interriet address is http://www.sapient.com. Material
contained on our Web site is not incorporated by reference into this Annual Report. Unless the context

otherwise requires, references in this Annual Report to “Sapient,” “we,” “us” or “our” refer to Sapient
Corporation and its subsidiaries.



Our Services

We provide business consulting and technology services to our clients that enable them to realize tangible
business value from their technology investments. We deliver this value throughout the life cycle of our
clients’ technology investments, as follows:

Planning Technology Investments. We align business, customer and technology goals to create
executable roadmaps that improve business performance through technology. We help our clients plan
their technology investments through engagements such as application portfolio planning, e-business and
web strategy consulting, enterprise architecture planning, industry business process consulting, and user
rescarch and assessments. Combining our deep expertise in diverse technologies and our understanding of
our clients’ business issues, we can, typically within six to twelve weeks, clarify and optimize our clients’
application portfolio, redefine their supporting organizational and business processes and develop a road
map to achieving their desired 1T portfolio.

Designing and Implementing Projects. We use our expertise in business processes, enabling
technologies and applications, and user-centered design to create technology solutions that achieve
significant returns on technology investments. The solutions that we design and implement for our clients
include redesigned business processes, data warchousing and business intelligence solutions, e-business
and web-based solutions, enterprise architecture and integration, and industry-focused package and
custom solutions. We also provide program management services for our projects and our clients’ other
initiatives. We have expertise in both custom development and existing software packages such as
application integration packages, content management and delivery systems, customer relationship
management software and order management systems, and we fully integrate our technology solutions
with our clients’ legacy systems.

Managing Applications.  We apply our deep expertise in industry packages and e-business applica-
tions to increase service levels, reduce costs and maximize returns from existing systems. We manage our
clients’ critical technology applications utilizing our Global Distributed Delivery>™ model, both for
solutions that we develop and for systems developed by others. Our services include application
management services, application portfolio planning, and quality assurance and testing services. We are
increasingly entering into multi-year contracts with our clients to provide combinations of these services.
By greatly reducing down-time and system performance problems, our application management services
assist our clients in realizing significant long-term value from their technology investments.

We have many years of experience in planning, designing, implementing and managing technologies that
can improve our clients’ businesses, including more than thirteen years of experience with client/server and
UNIX solutions, more than eleven years of experience integrating package applications with legacy systems,
more than nine years of experience with Internet solutions and more than seven years of experience with
wireless technologies. More recently, we have been an early implementer of new technologies such as
Microsoft NET, Web Services and RFID. We combine this technology expertise with our design skills and
our deep understanding of user needs to ensure that our client solutions are effectively adopted by their
intended audiences.

The Sapient Approach

Our approach is designed to address the biggest problem that most companies face when pursuing
business-enabling technology projects: the majority of technology projects are finished late or over budget, lack
promised capabilities or simply are never finished. Because of our approach, we are able to commit to
delivering our solutions within the price and time frame that we have promised to our clients. Our approach
enables us to create technology solutions that bring together business, user and technology requirements to
solve the business problems that our clients are facing. These solutions are designed to deliver tangible
business value to clients in the form of increased revenues, reduced costs and more effective utilization of




assets. We believe that our approach differentiates us from our competitors, and that our clients derive
substantial benefits from the following elements of this approach:

We are committed to our clients’ success. We are passionate about delivering measurable business
results to our clients and helping them succeed. We define our success by whether we enable our clients
to attain their desired business value. For more than a decade, we have helped many of the world’s top
companies realize significant value from their technology investments. Our culture is built around client
value. It is collaborative, forthright and characterized by a determination to do whatever it takes to deliver
meaningful results to our clients,

We hold ourselves accountable through fixed-price, fixed-time delivery and Performance Pricing.
We have developed a strong legacy of delivering our solutions on a fixed-price, fixed time basis, since our
formation in 1991. Because of our extensive experience delivering these types of projects, and our
expertise with large-scale, complex project management, we are able to successfully deliver our solutions
within the price and time frame we have promised to our clients. Our fixed-price, fixed-time legacy helps
our clients avoid the lost business value that occurs when technology projects are finished late or over
budget, lack promised capabilities or are never finished. We hold ourselves further accountable for
delivering business value by aligning our fees with the results our clients receive, placing our fees at risk
and sharing in the rewards realized by our clients.

We deliver superior returns on our clients’ investments through our globally distributed model. We
offer a fully integrated, Global Distributed Delivery>™ capability that enables us to deliver the lowest total
cost of ownership compared to other delivery models. Through our GDD model, we are able to create
high-value solutions for our clients quickly and at a competitive cost advantage, thereby increasing overall
value. With team members located across different time zones, we are able to work more rapidly on
design and implementation. We maintain the high quality of our solutions by utilizing India’s highly
skilled business and technology specialists. Because these specialists have been highly trained in
managing .complex projects on a globally distributed basis, and work closely each day with Sapient and
client team members in North America or Europe, we are able to successfully deliver complex,
customized technology solutions and ongoing application management services that are typically not
possible under traditional remote development models.

We use a fundamentally different methodology that is designed to overcome the typical reasons for
Jfailure. We have a fundamentally different methodology for technology projects, which is designed to
rapidly create organizational ownership and momentum. The Sapient Approach®™, which has been
refined and improved continuously for thirteen years, is designed to find the right answers for our clients’
business problems, define the best technology solution, achieve speed and momentum in pursuing that
solution, and successfully deliver the solution through rigorous program management. It is structured
around an initial set of workshops (Fusions™™) that create alignment and momentum across all business
and technology users. We then document the business, user and technical processes that will achieve the
desired business value, and build and deploy a technology solution that addresses the client’s needs within
the promised time and price. We have built our entire approach around rapid, collaborative delivery.

We provide industry, process and technology expertise and assets to ensure success. We have
accumulated valuable assets and expertise that we utilize for the benefit of our clients. These assets and
expertise enable us to develop innovative solutions, deliver these solutions rapidly, provide high quality
solutions, reduce risk and lower the overall cost of our solutions. These assets and expertise include
technology standards, best practices, techniques, designs, code frameworks and business software
solutions specific to our clients’ business, processes or technology objectives.

The principal risks and uncertainties facing our business, operations and financial condition are discussed
in Part II, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Risk
Factors” on page 32 of this Annual Report.



People and Culture

We have developed a strong corporate culture that is critical to our success. Our core values are client-
focused delivery, leadership, relationships, creativity, openness and people growth.

To encourage the achievement of these core values, we reward teamwork, assess adoption of our core
values when evaluating the performance of our people and promote people who demonstrate these values.
Also, we have an intensive orientation program for new hires to introduce them to our core values, as well as a
number of internal communications and training initiatives defining and promoting these core values. Our rate
of voluntary turnover was 21% for 2003. We expect our voluntary turnover rate to decrease in 2004, as a result
of numerous initiatives we have been pursuing to enhance the value proposition that we offer to our people.

As of December 31, 2003, we had 1,483 full-time employees, composed of 1,176 project persennel, 256
general and administration personnel and 51 sales and marketing personnel. None of our employees are
subject to a collective bargaining agreement. We believe that we have good relationships with our employees.

Selling and Marketing

The role of Sapient’s marketing program is to create and sustain preference and loyalty for Sapient as our
clients’ preferred business and technology consultants. Marketing is performed at the corporate and industry
business unit levels in the United States, and at the geographic level in the other countries where we operate.

Our dedicated marketing personnel undertake a variety of marketing activities, including developing and
implementing our overall marketing strategy, communicating and strengthening Sapient’s brand and reputa-
tion, sponsoring focused multi-client events to build relationships and share our thought leadership, cultivating
media and industry analyst relations, conducting market research and analysis, sponsoring and participating in
targeted conferences, creating marketing assets to assist client-development teams and publishing our Web
site, www.sapient.com.

Our sales professionals are primarily organized along industry lines, both within our United States
business units and our other international offices. We believe that the industry and geographic focus of our
sales professionals enhances their knowledge and expertise in these industries and generates additional client
engagements,

We continue to actively build relationships and strategic alliances with other technology companies and
packaged technology vendors. These relationships involve a wide range of joint activities, including working
jointly on client engagements, evaluating and recommending each other’s technology solutions to customers,
and training and transferring knowledge regarding each other’s solutions. We believe that these relationships
and strategic alliances will enable us to provide better delivery and value to our existing clients and will attract
new clients through referrals and joint engagements.

Our written agreements with our clients contain varying terms and conditions, including, in some
instances, the right of the client to terminate the agreement with limited advance notice or penalty. We do not
believe it is generally appropriate to characterize these agreements as backlog.

Competition

The markets for the services we provide are highly competitive. We believe that we currently compete
principally with large systems consulting and implementation firms and clients’ internal information systems
departments. We also compete regularly with offshore outsourcing companies, and we expect competition
from these companies to increase in the future, especially on development, support and maintenance and
outsourcing engagements. We compete to a lesser extent with specialized e-business consulting firms, strategy
consulting firms and packaged technology vendors. Some of our competitors have significantly greater
financial, technical and marketing resources, and generate greater revenues and have greater name recogni-
tion, than we do. These competitors are often able to offer greater scale and breadth of products and services,
which, in some instances, has enabled them to significantly discount their services in exchange for revenues in
other areas or at later dates.



We believe that the principal competitive factors in our markets include: ability to solve business
problems; expertise and talent with advanced technologies; global scale; expertise in delivering complex
projects on a globally distributed basis; quality and speed of delivery; price of solutions; industry knowledge;
understanding of user experiences and sophisticated project and program management capability.

We believe that we compete favorably when considering these factors, and that our ability to rapidly
deliver business value to our clients on a fixed-price basis using our GDD model, and our successful track
record in doing so, distinguishes us from our competitors.

Intellectual Property Rights

We rely upon a combination of trade secrets, nondisclosure and other contractual arrangements, and
copyright and trademark laws to protect our proprietary rights. We enter into confidentiality agreements with
our employees, subcontractors, vendors, consultants and clients, and limit access to and distribution of our
proprietary information.

Our services involve the development of business and technology solutions for specific client engage-
ments. Ownership of these solutions is the subject of negotiation and is frequently assigned to the client,
although we often retain ownership of certain development tools and may be granted a license to use the
solutions for certain purposes. Certain of our clients have prohibited us from marketing the solutions
developed for them for specified periods of time or to specified third parties, and we anticipate that certain of
our clients will demand similar or other restrictions in the future.

Where To Find More Information

We make our public filings with the Securities and Exchange Commission, including our Annual Report
on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all exhibits and
amendments to these reports, available free of charge at cur Web site, http://www.sapient.com, as soon as
reasonably practicable after we file such material with the SEC. We also make available on our Web site
reports filed by our executive officers and Directors on Forms 3, 4 and 5 regarding their ownership of our
securities. These materials are available in the “Investor Relations” portion of our Web site, under the link
“SEC Filings,” and on the SEC’s Web site, http://www.sec.gov.

Item 2. Properties

Our headquarters and principal administrative, finance, selling and marketing operations are located in
approximately 47,000 square feet of leased office space in Cambridge, Massachusetts. We also lease offices in
the New York metropolitan area, the Washington D.C. metropolitan area, San Francisco, Chicago, Atlanta,
Los Angeles, Diisseldorf, London, Munich, New Delhi and Toronto. Qur United States offices are shared by
our four US business units, and our international offices are used by our applicable geographic business units.

Item 3. Legal Proceedings

We are not a party to any material legal proceedings.

Item 4. Submission of Matters to a Vote of Security Holders

Not Applicable.



Executive Officers of Sapient

Below are the name, age and principal occupations for the last five years of each executive officer of
Sapient, as of March 1, 2004. All such persons have been elected to serve until their successors are elected and
qualified or until their earlier resignation or removal.

Preston B. Bradford ......... 47  Mr. Bradford joined Sapient in September 1995. Mr. Bradford was
appointed as Senior Vice President in April 2000.

Sheeroy D. Desai ........... 38  Mr. Desai joined Sapient in 1991 and has served as Executive Vice
President since September 1994. Mr. Desai served as Co-Chief
Operating Officer from October 1999 until May 2000, and has
served as Chief Operating Officer since April 2001.

Jerry A. Greenberg.......... 38  Mr. Greenberg co-founded Sapient in 1991 and has served as Co-
Chairman of the Board of Directors and Co-Chief Executive
Officer and as a Director since Sapient’s inception.

Alan J. Herrick............. 38  Mr. Herrick joined Sapient in March 1995. Mr. Herrick was
appointed as Vice President in December 1996 and was appointed
as Executive Vice President in June 2002.

Susan D. Johnson........... 38  Ms. Johnson joined Sapient in February 1994 and served as Chief
Financial Officer from February 1994 until January 2000.
Ms. Johnson resumed the position of Chief Financial Officer in
February 2002, Ms. Johnson has served as Senior Vice President
since January 2000.

Bradley T. Miller ........... 42 Mr. Miller joined Sapient in March 2000 as Corporate Controller.
Mr. Miller was appointed as Vice President in August 2001 and as
Chief Accounting Officer in November 2002. Prior to joining
Sapient, Mr. Miller served as Vice President and Corporate
Controller of JuniorNet Corporation, an Internet content provider,
from September 1999 until March 2000, and as Director of
Financial Reporting of Wang, Inc., a computer hardware and
services company, from August 1996 to September 1999.

J. Stuart Moore ............ 42 Mr. Moore co-founded Sapient in 1991 and has served as Co-
Chairman of the Board of Directors and Co-Chief Executive
Officer and as a Director since Sapient’s inception.

Jane E. Owens ............. 50  Ms. Owens joined Sapient in September 2000 as Senior Vice
President, General Counsel and Secretary. Prior to joining Sapient,
Ms. Owens served as Senior Vice President, General Counsel and
Secretary of The Dial Corporation, a consumer products company,
from May 1997 to September 2000.



PART II

Item 5. Market for the Company’s Common Equity and Related Stockholder Matters
Market Price of Common Stock

Our commion stock is quoted on the Nasdaq National Market under the symbol “SAPE.” The following
table sets forth, for the periods indicated, the high and low intraday sale prices for our common stock.

High  Low

2002
First QUarter. . oottt e e $7.55  $3.50
Second QUAaITET .. ..ot $5.75  $1.01
Third Quarter . ... $1.36  $0.67
Fourth Quarter. . ... ... $2.50  $0.91

2003
First QUarter. ... .o ov e $2.25  $1.53
Second QUAITEr . ...\ttt $3.14  $1.55
Third QUAarter . . ... $4.38 $2.80
Fourth QUarter. .. ...t $5.95  $3.68

On March 5, 2004, the last reported sale price of our common stock was $6.85 per share. As of March 5,
2004, there were approximately 383 holders of record of our common stock and approximately 23,000 benefi-
cial holders of iour common stock.

We have never paid or declared any cash dividends on our common stock and do not anticipate paying
cash dividends in the foreseeable future.



Item 6. Selected Financial Data

SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with the Consolidated
Financia] Statements and the Notes thereto and Management’s Discussion and Analysis of Financial
Condition and Results of Operations included elsewhere in this Annual Report. The Balance Sheet Data at
December 31, 2003 and 2002 and the Statement of Operations Data for each of the three years ended
December 31, 2003 have been derived from the audited Consolidated Financial Statements for such years,
included elsewhere in this Annual Report. The Balance Sheet Data at December 31, 2001, 2000 and 1999 and
the Statement of Operations Data for each of the two years ended December 31, 2000 have been derived from
the audited Consolidated Financial Statements for such years, not included in this Annual Report.

Years Ended December 31,

2003 2002 2001 2000 1999
(In thousands, except per share data)

Statement of Operations Data(1) (2) (3):
SErviCe TEVENUES . ...\t $184,795 § 173,811  $ 325,165 § 502,964  $276,844
Operating expenses:

Project personnel costs, before reimbursable

EXPEIISES + v o v vt et 111,967 133,275 230,581 247,981 134,638
Selling and marketing costs ... ............... ... 18,501 26,192 27,880 33,743 21,429
General and administrative costs . .. .............. 57,523 79,338 128,574 134,241 69,388
Restructuring and other related charges . .......... 2,133 66,885 100,079 — —
Impairment of goodwill and intangible assets ...... — 107,430 — — —
Amortization of intangible assets. . ............... 1,772 4,328 28,126 11,328 2,284
Stock-based compensation ........ ... ... 1,089 3,161 4,449 2,165 2,029
AcCqUISItION COSIS ..o v et — — — — 2,340

Total operating expenses. ..................... 192,987 420,609 519,689 429,458 232,108

Income (loss) from operations ... ................. (8,192)  (246,798)  (194,524) 73,506 44,736
Gain on equity investment change in interest ........ — 1,755 1,407 — —
Other income (expense) ......... ... n... 2,729 33 (4,677) (1,250) —
Interest income . .......... ... it 1,902 4,312 9,393 11,678 4,227

Income (loss) before income taxes, net equity loss
from investees and loss from discontinued operations (3,561) (240,698) (188,401) 83,934 48,963

Income tax provision (benefit) .................... 1,337 (18,585) (3,091) 33,925 18,506
Income (loss) before net equity loss from investees
and loss from discontinued operations ............ (4,898)  (222,113)  (185,310) 50,009 30,457
Net equity loss from investees..................... — (349) (499) (878) (1573
Income (loss) from continuing operations ........... (4,898) (222,462) (185,809) 49,131 30,300
Loss from discontinued operations ................. — (6,741) (3,959) (2,171) —
Netincome (10sS) ..., $ (4,898) $(229,203) $(189,768) $ 46,960 $ 30,300
Basic net income (loss) per share:
Income (loss) from continuing operations . .......... $ (004) $ (1.78) $§ (1.50) $ 041 $ 0.27
Loss from discontinued operations ................. $ — $ (005 $§ (0.03) $ (0.02) $ —
$ (004) $ (1.83) $§ (1.53) § 039 § 027
Diluted net income (loss) per share:
Income (loss) from continuing operations ........... $ (004) § (1.78) $ (L.50) § 037 $ 024
Loss from discontinued operations ................. $ — $ (005) § (0.03) $ (002) $ —
$ (0.04) § (1.83) § (1.53) $ 035 §$§ 024
Weighted average common shares ................. 121,188 124,961 124,256 119,191 111,418
Weighted average dilutive common share equivalents — — — 14,573 14,208
Weighted average common shares and dilutive
common share equivalents ...................... 121,188 124,961 124,256 133,764 125,626




Years Ended December 31,
2003 2002 2001 2000 1999
(In thousands, except per share data)

Balance Sheet Data:

Working capital.. ... . Lo $143,158  § 135325 § 243,699 § 318,467  $257,251
Total assets ...t i it e 226,900 262,653 474,870 604,154 343,189
Long-term debt, less current portion................ — — — — —

Total stockholders’ equity(4) . ... ..., $152,412  $ 155,804 § 380,770 $ 325,400 $304,9359

(1) The Company ceased operations of its Japanese subsidiary in December 2002. As a result, operating
results of this subsidiary for 2002 and for all prior periods presented have been collapsed and reclassified
into a single line item under the caption “loss from discontinued operations.” See Note 17 in the Notes to
Consolidated Financial Statements.

(2) All share and per share data have been retroactively adjusted to reflect the two-for-one stock splits
effected as 100 percent stock dividends paid on August 28, 2000 and November 5, 1999.

(3) On January 1, 2002, we adopted Statement of Accounting Standards No. 142, “Goodwill and Other
Intangible Assets,” and ceased amortizing goodwill. During the years ended December 31, 2001, 2000
and 1999, our operating results include $18.9 million, $7.5 million and $1.4 million, respectively, of
goodwill amortization. In addition, certain amounts in previously issued financial statements have been
reclassified to conform to the current year presentation. The reclassifications had no effect on reported net
income (loss).

(4) We have never declared or paid any cash dividends.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Sapient is a leading business consulting and technology services firm that plans, designs, implements and
manages information technology to improve business performance for Global 2000 clients. Sapient was
founded in 1991 based on a single promise: to deliver the right business results on time and on budget. Our
fixed-price/fixed-time model, combined with our industry, design, technology and process expertise, provides
clients with the highest business value at the lowest total cost of ownership. We have offices across the United
States and in Canada, the United Kingdom, Germany anc India.

The market for technology consulting services declined significantly in 2001 and 2002, but began to
stabilize and modestly improve in the second half of 2003. We have seen stabilization and some modest
growth in our service revenues, beginning in the third quarter of 2002. Our service revenues were
$184.8 million for 2003, a 6% increase from service revenues of $173.8 million for 2002, but a 43% decrease
from service revenues of $325.2 million for 2001. Overall, 3% of the increase in our revenues from 2002 to
2003 was attributable to changes in currency rates. As a result of restructuring and other cost cutting actions
beginning in 2001, our loss from continuing operations decreased from $222.5 millicn in 2002 to $4.9 million
in 2003. Our loss from continuing operations for 2002 included a $107.4 million charge for the impairment of
goodwill and intangible assets. Qur cash used in operations for 2003 was $26.7 million, including $32.5 million
used for previously recorded restructuring actions, compared to $69.5 million for 2002, including $40.6 million
used for previously recorded restructuring actions. We have accrued restructuring costs, primarily related to
vacated facilities recorded in prior years, of $40.8 million at December 31, 2003. Our cash, cash equivalents,
restricted cash and marketable investments at December 31, 2003 were $161.2 million. We believe that our
existing cash, cash equivalents, restricted cash and marketable investments will be sufficient to meet our
working capital and capital expenditure requirement and expected cash outlay for our previously recorded
restructuring activities for at least the next 12 months. However, if the recent stabilization and improvement in
the demand for our services does not continue and we suffer declines in our service revenues, we may incur
additional losses and negative cash flows, and these could be significant.

We have begun to see growth in the demand for our services and an improvement in our pipeline of
potential business, beginning in the third quarter of 2003. Qur service revenues for the fourth quarter of 2003
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increased 16% from the third quarter of 2003, following a 1% increase from the second quarter of 2003. Our
annualized service revenues per billable employee were $174,000 for the fourth quarter of 2003, compared to
$149,000 for the third quarter of 2003 and $151,000 for each of the first and second quarters of 2003. Our
utilization rate for the fourth quarter was 77%, compared to 73%, 70% and 73% for the first, second and third
quarters of 2003, respectively. We are focused on increasing recurring revenues as a percentage of total
revenues. Recurring revenues include application management services, which grew 94% in 2003 from 2002,
and represented 13% of our total service revenues in 2003. We expect that application management services
will continue to grow, but at a lower rate on a long-term basis. On January 29, 2004, in a conference call
announcing our financial results for the fourth quarter of 2003, we estimated that our service revenues for the
first quarter of 2004 would be in the range of $54.0 to $55.0 million, based on our then-current revenue
projections.

As a result of the growth in the demand for our services, we expect to increase the number of our project
personnel in order to maintain effective staffing levels, particularly in the United Kingdom and India. In
addition, we are working to reduce our 2003 turnover level of 21%, which will further our efforts to achieve the
desired staffing mix. Currently, we are retaining subcontractors in certain cases to fill specific project needs,
but we expect this practice to decline over time as we hire and train new project personnel. If we are not
successful in maintaining effective staffing levels, our ability to achieve our service revenue and profitability
objectives will be adversely affected.

The total of our project personnel costs (before reimbursable expenses), selling and marketing costs and
general and administrative costs declined 21% from 2002 as a result of our restructuring and other cost cutting
actions taken in 2002 and the first half of 2003. These costs declined from $47.1 million for the first quarter of
2003 to $46.6 million and $43.8 million for the second and third quarters of 2003, respectively. However, as a
result of the growth in the demand for our services in the fourth quarter of 2003, our project personnel costs
(before reimbursable expenses), selling and marketing costs and general and administrative costs increased to
$50.5 million for the fourth quarter of 2003, primarily due to the increased project personnel costs required to
meet the increased demand in our services. We expect that our project personnel costs (before reimbursable
expenses), selling and marketing costs and general and administrative costs will continue to increase in the
first quarter of 2004, as we expand to meet the anticipated increased demand for our services.

In the third and fourth quarters of 2003, we reported net income of $1.0 million and $2.6 million,
respectively. On January 29, 2004, in a conference call announcing our financial results for the fourth quarter
of 2003, we estimated a 2% operating margin on our expected service revenues for the first quarter of 2004,
based on our then-~current revenue and cost projections.

Although we are seeing signs of growth in our business; the economic outlook is still uncertain. We
believe that technology spending by large companies improved in the second half of 2003, however, we cannot
predict whether, and to what extent, the improvement in the market for technology consulting services will
continue. When the market does improve significantly, we cannot predict whether, and to what extent, the
demand for our services will increase. Any decline in our service revenues will have a significant impact on our
financial results, particularly because a significant portion of our operating costs (such as personnel, rent and
depreciation) are fixed in advance of a particular quarter. As a result, despite cost savings realized from our
restructuring plans, our costs for project personnel, sales and marketing and general and administrative could
increase as a percentage of revenues, thereby affecting our operating results.

Our Global Distributed Delivery®™ (GDD) methodology continues to increase in importance. We
created this proprietary methodology in 2000, which allows us to provide high-quality solutions using
accelerated work schedules, by utilizing India’s highly skilled technology specialists, lower costs and the time
differences between India and the countries we serve. We also employ our GDD methodology to provide
application management services. The billable days, or level of effort, incurred by our India people as a
percentage of total Company billable days increased from 49% for the first quarter of 2003 to 55% for the
fourth quarter of 2003. Our utilization rate for our India people was 85% for the fourth quarter of 2003, as
compared to 84%, 78% and 80% for the first, second and third quarters of 2003, respectively. Projects with a
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GDD component accounted for 54% of our total service revenues in 2003, compared to 45% for 2002 and 27%
for 2001.

Our future segment and overall Company revenues and operating results may fluctuate from quarter to
quarter based on the number, size and scope of projects in which we are engaged, the contractual terms and
degree of completion of such projects, any delays incurred in connection with a project, employee utilization
rates, the adequacy of provisions for losses, the use of estimates of resources required to complete ongoing
projects, general economic conditions and other factors. In addition, revenues from a large project or client
may constitute a significant portion of our total revenues in a particular quarter.

Summary of Critical Accounting Policies; Significant Judgments and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our
Consolidated Financial Statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires us to make
significant estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. These items are regularly monitored and
analyzed by management for changes in facts and circumstances, and material changes in these estimates
could occur in the future. Changes in estimates are recorded in the period in which they become known. We
base our estimates on historical experience and various other assumptions that we believe to be reasonable
under the circumstances. Actual results may differ from our estimates if past experience or other assumptions
do not turn out to be substantially accurate.

A summary of those accounting policies, significant judgments and estimates that we believe are most
critical to fully understanding and evaluating our financial results is set forth below. This summary should be
read in conjun¢tion with our Consolidated Financial Statements and the related Notes included elsewhere in
this Annual Report.

* Revenue Recognition and Allowance for Doubtful Accounts. We recognize revenue from the
provision of professional services under written service contracts with our clients. We derive a
significant portion of our revenue from fixed-price, fixed-time contracts. Revenue generated from fixed-
price contracts, with the exception of support and maintenance contracts, is recognized based on the
ratio of 'labor hours incurred to estimated total labor hours. This method is used because reasonably
dependable estimates of the revenues and costs applicable to various stages of a contract can be made,
based on historical experience and milestones set in the contract. Revenue generated from fixed-price
support and maintenance contracts is recognized ratably over the contract term. Revenue from time-
and-material contracts is recognized as services are provided. Our project delivery and business unit
finance personnel continually review labor hours incurred and estimated total labor hours, which may
result in revisions to the amount of recognized revenue for a contract. Certain contracts provide for
revenue to be generated based upon the achievement of certain performance standards. Revenue is
recognized when such performance standards are achieved, including $956,000 of revenue recognized
in 2003.

Revenue from multiple element arrangements is accounted for under EITF Issue No. 00-21
(EITF 00-21), “Revenue Arrangements with Multiple Deliverables.” For these arrangements, we
evaluate all deliverables in the contract to determine whether they represent separate units of
accounting. If the deliverables represent separate units of accounting, we then measure and allocate the
consideration from the arrangement to the separate units, based on reliable evidence of the fair value of
each deliverable. This evaluation is performed at the inception of the arrangement and as each item in
the arrangement is delivered, and involves significant judgments regarding the nature of the services
and deliverables being provided and whether these szrvices and deliverables can reasonably be divided
into the separate units of accounting. In the second quarter of 2003, we entered into a preferred
partnership with a client for a three-year period. We performed a detailed assessment of the contract
terms and deliverables and determined that the multiple deliverables could not be separated into
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individual units of accounting. We concluded that revenue should be recognized on a straight line basis
over the term of the contract.

If we do not accurately estimate the resources required or the scope of work to be performed for a
contract or we do not manage the project properly within the planned time period, then we may
recognize a loss on the contract. Provisions for estimated losses on uncompleted contracts are made on
a contract-by-contract basis and are recognized in the period in which such losses are determined. We
have committed unanticipated additional resources to complete projects in the past, which has resulted
in lower than anticipated profitability or losses on those contracts. We expect that we will experience
similar situations in the future. In addition, we may fix the price for some projects at an early stage of
the process, which could result in a fixed price that turns out to be too low and, therefore, could
adversely affect our business, financial condition and results of operations.

We recognize revenue for services where collection from the client is probable, and our fees are fixed or
determinable. We establish billing terms at the time project deliverables and milestones are agreed.
Our normal payment terms are 30 days from invoice date. Revenues recognized in excess of the
amounts invoiced to clients are classified as unbilled revenues. Amounts invoiced to clients in excess of
revenue recognized are classified as deferred revenues. Our project delivery and business unit finance
personnel continually monitor timely payments from our clients and assess any collection issues. We
maintain allowances for doubtful accounts for estimated losses resulting from the inability of our
clients to make required payments. We base our estimates on our historical collection and write-off
experience, current trends, credit policy, detailed analysis of specific client situations and percentage of
our accounts receivable by aging category. While such credit losses have historically been within our
expectations and the allowances we established, we cannot guarantee that we will continue to
experience the same credit loss rates that we have in the past. If the financial condition of our clients
were to deteriorate, resulting in an impairment of their ability to make payment, additional allowances
may be required. Our failure to accurately estimate the losses for doubtful accounts and ensure that
payments are received on a timely basis could have a material adverse effect on our business, financial
condition and resuits of operations.

s Accounting for Income Taxes. Statement of Financial Accounting Standards No. 109, “Accounting
for Income Taxes,” requires the establishment of a valuation allowance to reflect the likelihood of
realization of deferred tax assets. Significant management judgment is required in determining our
provision for income taxes, our deferred tax assets and liabilities and any valuation allowance recorded
against our net deferred tax assets. We evaluate all available evidence, such as recent and expected
future operating results by tax jurisdiction, current and enacted tax legislation and other temporary
differences between book and tax accounting, to determine whether it is more likely than not that some
portion or all of the deferred income tax assets will not be realized. As a result of net operating losses
incurred in most jurisdictions in which we operate in the past three fiscal years, and uncertainty as to
the extent, jurisdiction and timing of profitability in future periods, we have continued to record a full
valuation allowance against deferred tax assets, which was approximately $118.0 million as of
December 31, 2003. The establishment and amount of the valuation allowance requires significant
estimates and judgment and can materially affect our results of operations. If the realization of deferred
tax assets in the future is considered more likely than not, an adjustment to the deferred tax assets
would increase net income in the period such determination was made. Our effective tax rate may vary
from pericd to period based on changes in estimated taxable income or loss in each jurisdiction,
changes to the valuation allowance, changes to federal, state or foreign tax laws, future expansion into
areas with varying country, state, and local income tax rates, deductibility of certain costs and expenses
by jurisdiction and as a result of acquisitions.

o Valuation of Long-Lived Assets. In accordance with Financial Accounting Standards Board State-
ment No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” the carrying value
of intangible assets and other long-lived assets is reviewed on a regular basis for the existence of facts or
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circumstances, both internally and externally, that may suggest impairment. Factors we consider
important which could trigger an impairment review include:

« significant underperformance relative to historical or projected future operating results;
» significant negative industry or economic trends;

. signiﬁcant decline in our stock price for a sustained period; and

« our market capitalization relative to net book value.

If such circumstances exist, we evaluate the carrying value of long-lived assets, other than goodwill, to
determine if impairment exists based upon estimated undiscounted future cash flows over the
remaining useful life of the assets and comparing that value to the carrying value of the assets. In
determining expected future cash flows, assets are grouped at the lowest level for which cash flows are
identifiable and independent of cash flows from other asset groups. If the carrying value of the asset is
greater'than the estimated future cash flows, the asset is written down to its estimated fair value. The
estimated undiscounted future cash flows and valuation of long-lived assets requires significant
estimates and assumptions, including revenue and expense growth projections and fair value estimates
such as estimated replacement cost and relief from royalty. These estimates contain management’s
best estimates, using appropriate and customary assumptions and projections at the time. If different
estimates or adjustments were used, it is reasonably possible that our analysis would have generated
materidlly different results.

As of December 31, 2003 and 2002, we have no remaining goodwill balances. In accordance with
SFAS 142, “Goodwill and Other Intangible Assets,” beginning January 1, 2002, we ceased amortiza-
tion of goodwill, which was approximately $101.8 raillion at that time. We performed an impairment
review of our goodwill as of January 1, 2002, under the transitional provisions of SFAS 142, During the
second quarter of 2002, we completed the transitioral impairment test of goodwill and concluded that
no impairment of the goodwill had occurred as of January 1, 2002. By June 30, 2002, our stock price
had declined significantly from January 1, 2002, at which point our market capitalization, based on our
stock price, was below our book value, and we determined that an interim goodwill impairment test
should be performed. Our stock price at January 2, 2002 was $7.25 per share and declined to $1.06 per
share at June 28, 2002. Based on the analysis at June 30, 2002, the carrying amount of all reporting
units exceeded their fair values and a goodwill impairment charge of $101.8 million, representing 100%
of the goodwill balance, was recognized in the statement of operations under the caption “Impairment
of goodwill and intangible assets™ for 2002. The impairment analysis requires significant estimates and
assumptions, including the allocation of assets and liabilities to reporting units and fair value estimates
of reporting units based on a market multiple of revenue approach. These estimates contain
management’s best estimates, using appropriate and customary assumptions and projections at the
time. If different estimates or adjustments were used, it is reasonably possible that our analysis would
have generated materially different results.

Restructuring and Other Related Charges. We established exit plans for each of the restructuring
activities which took place in 2001 and 2002 and accounted for these plans in accordance with EITF
Issue No. 94-3, “Liability Recognition for Certain Employee Benefits and Other Costs to Exit an
Activity (including Certain Costs incurred in a Restructuring).” These exit plans required that we
make estimates as to the nature, timing and amount of the exit costs that we specifically identified. The
consolidation of facilities required us to make estimates, which included contractual rental commit-
ments or lease buy-outs for office space being vacated and related costs, leasehold improvement write-
downs, offset by estimated sub-lease income. We review on a regular basis our sub-lease assumptions
~ and lease buy-out assumptions. These estimates include lease buy-out costs, anticipated rates to be
charged to a sub-tenant, other terms and conditions in sub-lease contracts, and the timing of these sub-
lease arrangements. If the rental markets continue to change, our lease buy-out assumptions, sub-lease
assumptions and space requirements may not be accurate and it is possible that changes in these
estimates could materially affect our financial condition and results of operations. If any future
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adjustments are required to the restructuring initiatives recorded under the provisions of EITF 94-3,
such adjustments will be measured in accordance with EITF 94-3. SFAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities,” was effective for exit or disposal activities that are
initiated after December 31, 2002. SFAS 146 requires that a liability for a cost that is associated with
an exit or disposal activity be recognized when the liability is incurred. SFAS 146 supersedes the
guidance in EITF Issue No. 94-3. SFAS 146 includes a rebuttable presumption that if an entity has a
past practice of providing similar termination benefits to employees, the benefit arrangement is
presumed to be an ongoing benefit arrangement that should be accounted for under SFAS 112,
“Employers’ Accounting for Postemployment Benefits.” SFAS 112 prescribes the accounting for the
estimated cost of benefits, including severance benefits, provided by an employer to former or inactive
employees after employment but before retirement. A liability is recognized when the severance
amounts relate to prior services rendered, the payment of the amount is probable and the amount can
be reasonably estimated. Since the second quarter of 2003, we have accounted for severance-related
restructuring charges in accordance with SFAS 112 because we have a history of paying similar
severance benefits since 2001. We have not recorded any lability related to other post employment
benefits, as of December 31, 2003, since the amounts are neither probable nor reasonably estimable.

Our remaining cash lease commitments related to restructured facilities are approximately $53.5 mil-
lion at December 31, 2003, of which 58% is accrued in the accompanying consolidated balance sheet,
and the remaining 42% relates to sub-lease assumptions. We have entered into signed sub-lease
arrangements for approximately $8.2 million, with the remaining $14.4 million for future estimated
sub-lease arrangements. If the estimated sub-lease dates were to be extended by six months, based on
our current estimates, we would potentially have to recognize an additional $1.7 million in our
statement of operations for restructuring and other related charges.

» Contingent Liabilities. We have certain contingent liabilities that arise in the ordinary course of our
business activities. We accrue contingent liabilities when it is probable that future expenditures will be
made and such expenditures can be reasonably estimated. We are subject to various legal claims
totaling approximately $7.2 million and various administrative audits, each of which have arisen in the
ordinary course of our business. We have an accrual at December 31, 2003 of approximately
$1.0 million related to certain of these items. We intend to defend these matters vigorously, although
the ultimate outcome of these items is uncertain and the potential loss, if any, may be significantly
higher or lower than the amounts we have previously accrued.

Off-Balance Sheet Arrangements

We have not created, and are not party to, any special-purpose or off-balance sheet entities for the
purpose of raising capital, incurring debt or operating parts of our business that are not consolidated into our
financial statements, other than the 50% ownership interest that we held in our joint venture in Milan, Italy
until July 2, 2003, at which time our interest in the joint venture was acquired by the management team of the
joint venture. See “Equity Investments” in this Part I, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and Note 16 to Consolidated Financial Statements included elsewhere
in this Annual Report for a more detailed discussion of this joint venture. We do not have any other
arrangements or relationships with entities that are not consolidated into our financial statements that are
reasonably likely to materially affect our financial condition, results of operations, liquidity, capital expendi-
tures or capital resources.

Effect of Certain Transactions

Investment in Consolidated Subsidiary

On January 24, 2003, we increased our ownership percentage in HWT, Inc. (HWT, formerly
HealthWatch Technologies, LLC ), a consolidated subsidiary by purchasing a total of 587,092 shares of HWT
common stock from Jerry A. Greenberg and J. Stuart Moore, our Co-Chairmen and Co-CEQs, for a total
purchase price of $557,737, in cash, or $0.95 per share, which represented a substantial loss from their cost
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basis per share of $5.00. Messrs. Greenberg and Moorz are no longer shareholders of HWT. We also
commenced a tender offer on January 24, 2003 to purchase the remaining shares of HWT, for $1.05 per share,
in cash, which resulted in the purchase of 927,395 shares of HWT common stock, for a total purchase price of
$973,765. As a result of these purchases, our ownership percentage in HWT increased from 55% to 85%.
These acquisitions were accounted for as purchases, and the purchase price was allocated primarily to
customer contracts and developed technology, which are included in the accompanying consolidated balance
sheet under the caption “Intangible assets, net.”” These assets will be amortized on a straight line basis over
lives of 3 years.

On March 21, 2003, HWT issued 526,190 shares of its common stock to an executive officer of HWT in
connection with the executive’s initial employment with HWT. Of these 526,190 shares, 50,000 were issued as
restricted stock under the executive’s employment agreement, and the remaining shares were purchased by the
executive for $1.05 per share in cash. The restricted shares vest ratably over a period of four years. Qur
ownership percentage in HWT was reduced to 79.5% as a result of the March 2003 issuance. We recorded a
gain of $365,000, as a result of the change in equity interest resulting from the stock issuance to the executive.
We accounted for this gain as a component of stockholders’ equity due to losses incurred by HWT since
inception.

Equity Investments

As of December 31, 2003, we have no equity investments. On October 25, 2000, we invested $3.7 million
in Dream Incubator, Inc. (DI), a management consulting company that develops strategies for e-businesses in
Japan, and acquired a 19% interest. Under the terms of our investment agreement with DI, the Company had
one seat on DI’s board of directors, with special voting rights and other privileges, and, therefore, used the
equity methodiof accounting for this investment. In 2002 arnd 2001, our equity ownership percentage in DI was
diluted from approximately 19%- to approximately 15.7%, as a result of subsequent sales of DI’s common
stock. Both rounds of financing by DI were at a higher price per share than what we previously paid and we
recorded non-cash gains of $1.8 million and $1.4 million for 2002 and 2001, respectively, as a result of the
change in equity interest.

During the fourth quarter of 2002, the Company discontinued its Sapient KK operations in Japan. On
November 14, 2002, as part of the dissolution of Sapient KK, we agreed to unwind the cross ownership
position between DI and Sapient KK in exchange for DI lifting certain trade restrictions on its common stock
owned by us. In addition, the Company’s designee on DI’s Board of Directors resigned his position as a
Director of DI in November 2002. From November 2002, we have used the cost method of accounting, since
we no longer have the ability to significantly influence DI. We sold all of our remaining interest in DI for net
cash proceeds of $8.6 million and $585,000 in 2003 and 2002, respectively, realizing gains of approximately
$2.8 million and $43,000 in 2003 and 2002, respectively.

In September 1999, we commenced a joint venture, Sapient S.p.A., in Milan, Italy. The joint venture
provided business and technology consulting in Italy. We cwned 50% of the voting stock of this joint venture
and used the equity method of accounting because we had the ability to significantly influence, but not control,
the joint venture. On July 2, 2003, we reached an agreement with the management team of Sapient S.p.A.,
pursuant to which the management team acquired all of the shares of Sapient S.p.A. from the shareholders of
the joint venture and the joint venture agreement has been terminated. The management team is the exclusive
licensee of Sapient’s intellectual property in Italy, and we are entitled to a royalty equal to 2% of the annual
revenue of Sapient S.p.A. beginning July 2, 2005. We also have an option to purchase 100% of the ownership
of Sapient S.p.A., based on a formula which estimates fair value, among other rights. The option is exercisable
from July 2007 through July 2010.

Related Party Transactions

We recognized approximately $229,000 and $1.6 million in net revenues from consulting services
provided to Sapient S.p.A in 2002 and 2001, respectively. In addition to recognizing revenue for services
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provided to Sapient S.p.A., the Company reduced its general and administrative expenses by approximately
$100,000 and $322,000 for start-up and administrative services billed to the joint venture in 2002 and 2001,
respectively. No amounts were recognized as revenue or reductions to general and administrative expenses in
2003. The Company had no material receivables or payables outstanding with this entity at December 31,
2003.

Discontinued Operations

In December 2002, we ceased operations in Japan. Our financial statements and all financial information
included in this report for 2002 and prior periods reflect the results of operations for Japan as a single line item
listed as “‘loss from discontinued operations.”

Results of Operations

The following table sets forth the percentage of revenues of items included in our consolidated statements
of operations:
Years Ended
December 31,
2003 2002 2001

Revenues:
Service revenuUes ... ... ..ttt e 100% 100% 100%
Reimbursable expenses. ... 5 5 6
Total GroSS TEVENUES ..ottt ettt e e 105 105 106
Operating expenses:
Project personnel costs, before reimbursable expenses . ................ 61 77 71
Reimbursable expenses......... ... ... oo 5 5 6
Total project personnel COStS ... ..o ve it 66 82 77
Selling and marketing costs .. ...... ... ... ... . .. P 10 15 8
General and administrative costs. . ...... ... i 31 46 40
Restructuring and other related charges . ................ ... . ... ... l 38 31
Impairment of goodwill and intangible assets ........................ 0 62 —
Amortization of intangible assets. .. ........... ... 1 2 9
Stock-based compensation .. ..ottt 2 1
Total operating €XPenses .. .......c..uivriiiiiiii i 110 247 166
Loss from Operations. ... ... vt e e (5) (142) (60)
Gain on equity investment change in interest ................... ... .... — 1 —
Other income (EXPense) .. ... ...ttt e 2 — (1)
INLerest INCOME . . . oottt et e e e e 12 3
Loss before income taxes, net equity loss from investees and loss from
discontinued Operations. . ... ... ... e (2) (139) (58)
Income tax provision (benefit) ...... ... ... . . . . 1 1) (1)

Income (loss) before net equity loss from investees and loss from
discontinued Operations. .. ... e (3) (128) (57)

Net equity loss from investees. ...

Income (loss) from continuing operations ... ..........c..ovuvreoen.n.. (3) Q28 (57)
Loss from discontinued operations ......... ... ... i, - 4 (1)
Net income (J0SS) - .o vttt et e e e (3)% (132)% (58)%



Years Ended December 31, 2003 and 2002
Service Revenues

Service revenues for 2003 increased 6% from service revenues for 2002. The increase in our service
revenues was primarily attributable to an increase in the demand for our services towards the end of 2003, and
to the effects of currency changes which accounted for 5% of the increase. Following stabilization and modest
growth in the demand for our services in the first three quarters of 2003, we began to see increased growth in
the fourth quarter of 2003. The percentage of our revenues attributable to support and maintenance projects is
increasing, growing to 13% of our total service revenues for 2003, from 7% for 2002,

In each of the years 2003 and 2002, our five largest clients accounted for approximately 23% of our
revenues in the aggregate; no client accounted for more than 10% of such revenues and one client accounted
for more than 5% of such revenues.

Project Personnel Costs, Before Reimbursable Expenses

Project personnel costs, before reimbursable expenses, consist principally of salaries and employee
benefits for personnel dedicated to client projects and direct expenses incurred to complete projects that were
not reimbursed by the client. These costs represent the miost significant expense we incur in providing our
services. Project personnel costs, before reimbursable expenses, decreased as a percentage of revenues to 61%
in 2003 from 77% in 2002, due to improved utilization of our billable personnel over the course of the year.
Due to the restructuring actions taken during 2002, project personnel costs decreased over the course of 2002,
remained relatively unchanged in the first three quarters of 2003, and increased in the fourth quarter to deliver
on the increased demand for our services. Overall, our project personnel costs declined from 2002 to 2003 as a
result of the restructuring actions taken in 2002. If our service revenues do not grow as we expect in 2004,
project personnel costs could increase as a percentage of revenues.

Selling and Marketing Costs

Selling and marketing costs consist principally of salaries, employee benefits and travel expenses of selling
and marketing ‘personnel, and promotional costs. Selling and marketing costs decreased as a percentage of
revenues to 10% in 2003 from 15% in 2002. This decrease was primarily due to our higher revenue base and a
decrease in the average number of selling and marketing personnel from 78 in 2002 to 58 in 2003 resulting
from our restructuring actions, and related decreases in travel expenses and marketing promotions. 1f our
service revenues do not grow as we expect in 2004, selling and marketing costs could increase as a percentage
of revenues.

General and Administrative Costs

General anid administrative costs relate principally to salaries and employee benefits associated with our
management, legal, finance, information technology, recruiting, training and administrative groups, and
depreciation and occupancy expenses. General and administrative costs decreased as a percentage of revenues
to 31% in 2003 from 46% in 2002, due primarily to restructurings and other cost-saving actions in 2002 and
2003, and our higher revenue base. As a result of these restructuring and cost-saving actions, the average
number of our general and administrative personnel decreased from 360 in 2002 to 262 in 2003. These earlier
restructuring and cost-saving actions allowed us to generate increased leverage from our existing general and
administrative resources when our service revenues began to increase. If our service revenues do not grow as
we expect in 2004, general and administrative costs could increase as a percentage of revenues.
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Restructuring and Other Related Charges

As a result of the decline in the demand for technology consulting services that began in the second half
of 2000, and the resulting decline in our service revenues in 2001 and 2002, we restructured our workforce and
operations in 2001, 2002 and the second quarter of 2003,

In connection with the restructuring plan implemented in the second quarter of 2003, we recorded
restructuring and other related charges of approximately $1.4 million. This restructuring action resulted in the
termination of 40 employees. This restructuring action was due to the skill sets of certain employees not
matching our current business requirements and due to a significant decline in the demand for our services in
our Financial Services business unit through the second quarter of 2003. In the third quarter of 2003, we
recorded restructuring and other related charges of approximately $0.7 million, primarily due to decreases in
our estimated sub-lease income in connection with the restructuring plans previously announced.

In connection with the restructuring plans implemented in 2002, we recorded restructuring and other
related charges of approximately $66.9 million during 2002. The 2002 restructuring plans resulted in the
termination of 863 employees. The restructuring plans also included discontinuing operations in Japan, closing
offices in Houston and Denver and consolidating office space in other cities where we had excess office space.
In connection with the termination of certain former TLG employees, we accelerated the vesting of
approximately 138,000 shares of restricted common stock as a part of their severance packages, resulting in a
non-cash charge of approximately $903,000. Restructuring charges of $662,000 related to our Japan subsidiary
were reported in our loss from discontinued operations for 2002. Estimated costs for the consolidation of
facilities are composed of contractual rental commitments for office space vacated and related costs, brokerage
and related costs to sublet the office space and leasehold improvement write-downs, offset by estimated
sub-lease income. The total reduction of office space resulting from these office closings and consolidations
was approximately 391,000 square feet.

Charges for restructuring and other related activities as of, and for the years ended December 31, 2003
and 2002 were as follows (in thousands):

Additional Additional

Balance Charge- Charge- Utilized Balance
12/31/02 Q2 Q3 Non-Cash Cash 12/31/03
Workforce ............... $ 5,133 $1,612 $(40) $ (16) $ (6,447) $ 242
Facilities ................ 68,443 (214) 777 (2,379) (26,082) 40,545
$73,576 $1,398 $737 $(2,395) $(32,529) $40,787
Current accrued
restructuring costs. ...... 18,237
Non-current accrued
restructuring costs. ... ... $22,550
Additional Additional Additional Additional -
Balance  Charge-  Charge-  Charge-  Charge- Utilized Balance
12/31/01 Q1 Q2 Q3 Q4 Adjustments Non-Cash Cash 12/31/02
Workforce .......... $ 1,635  $12,967  $3,100 $ 697 $ 7,119 $ (643) § (903) $(18,839) $ 5,133
Facilities ........... 51,705 34,981 6,153 820 4,439 (3,883) (3,968)  (21,804) 68,443
Depreciable assets ... — 787 525 — 485 — (1,797) — —
$53,340 948,735  $9,778 $1,517  $12,043 §(4,526)  $(6,668) $(40,643) $73,576

Current accrued
restructuring costs . . 36,466

Non-current accrued
restructuring costs . , $37,110
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The remaining accrued restructuring costs are $40.8 million at December 31, 2003, of which the cash
portion is $37.3 million. The cash outlay over the next 12-month period is expected to be $16.2 million and the
remainder willlbe paid through 2011.

Amortization of Intangible Assets

We ceased the amortization of goodwill from the beginning of 2002 and we recorded an impairment
charge of $101.8 million, which represented the full carrying amount of our goodwill in 2002. For 2003 and
2002, amortization of intangible assets consists primarily of amortization of marketing assets, customer
contracts, and developed technology resulting from our acquisitions. The decrease in amortization of
intangible assets for 2003 as compared to 2002 was primarily due to an impairment charge of $5.6 million
recorded in the second quarter of 2002, which is partially offset by the amortization of intangible assets of
$1.5 million acquired from HWT in the first quarter of 2003.

Amortization expense related to the intangible assets was $1.8 million and $4.3 million for 2003 and 2002,
respectively. Estimated amortization expense related to intangible assets is expected to be $515,000, $515,000
and $128,000 for 2004, 2005 and 2006, respectively.

Stock-Based Compensation

Stock-based compensation consists of expenses for deferred compensation associated with the Human
Code and TLG acquisitions and certain grants of restricted stock that we made in 2002 and 2003. The
decrease in stock-based compensation for 2003 compared to 2002 was primarily due to the termination of
certain employees to whom the deferred compensation relates.

In connection with the TLG acquisition, in July 2001, we issued $10.0 million of restricted common stock
to the former TLG employees continuing with us, of which approximately $600,000 has not been amortized as
of December 31, 2003. The stock-based compensation charge for former TLG employees was approximately
$0.9 million and $2.7 million for 2003 and 2002, respectively. In connection with the termination of certain
TLG employees to whom the deferred compensation relates, approximately $490,000 of deferred compensa-
tion was reversed through additional paid-in-capital during 2003, and approximately $2.0 million of deferred
compensation was reversed through additional paid-in-capital and approximately $903,000 was charged to
restructuring and other related charges during 2002. Stock-based compensation for 2002 also includes a non-
recurring catch-up adjustment of approximately $461,000 to correct the amortization period. We began to
amortize the deferred compensation over a period of 4.75 years, commencing on the date of acquisition. The
period should have been 4.0 years, which was corrected during the third quarter of 2002. The remaining
deferred compensation will be charged to operations at the rate of approximately $181,000 per quarter for each
of the first three quarters of 2004, and $60,000 for the fourth quarter of 2004,

We assumed the outstanding options in connection with the acquisition of Human Code. There options
were granted under the Human Code 1994 Stock Option/Stock Issuance Plan and they vested ratably over
periods up to four years. We originally recorded deferred compensation of $11.2 million related to the intrinsic
value of the unvested options, of which $16,000 has not been amortized as of December 31, 2003. Due to the
termination of Human Code employees to whom the deferred compensation relates, $63,000 and $374,000 of
deferred compensation was reversed through additional paid-in-capital during 2003 and 2002, respectively.
Stock-based compensation was approximately $105,000 and $342,000 in 2003 and 2002, respectively. The
remaining deferred compensation will be charged to operations and will be fully amortized in the first quarter
of 2004,

On October 23, 2002, we granted 324,500 shares of restricted common stock to senior executive officers
of the Company. We did not make grants of restricted shares to Messrs. Greenberg and Moore. Four of these
senior executive officers have since left the Company and 67,500 shares were forfeited as a result. The
remaining shares vest ratably over a period of four years. The related stock-based compensation charge for
2003 was approximately $99,000, and approximately $19,000 per quarter for the next 11 quarters, and $5,000
for the final quarter, will be expensed.
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On March 21, 2003, HWT issued 50,000 restricted shares of its common stock to an executive officer of
HWT. The restricted shares vest ratably over a period of four years. The related stock-based compensation
charge for 2003 was approximately $10,000, and approximately $3,300 per quarter for the next 13 quarters will
be expensed.

Gain on Equity Investment Change in Interest

In May 2002, our equity ownership percentage in DI was diluted from approximately 17% to
approximately 15.7%, as a result of a public offering of DI’s common stock. The dilution was due to the sale by
DI of shares to new investors, which occurred at a higher price per share than we previously paid and we
recorded gains of $1.8 million in 2002. In the fourth quarter of 2002, we ceased using the equity method of
accounting for our investment in DI as a result of the dissolution of Sapient KK, which resulted in us
unwinding our strategic partnership with DI and resigning our DI board seat. In November 2003, we
completed the sale of all of our remaining interest in DI.

Other Income (Expense)

Other income (expense) primarily consists of realized gain and loss from disposition of our investment in
shares of common stock of DI. In 2003 and 2002, we realized gains on the sale of our DI interest of
approximately $2.8 million and $44,000, respectively. We classify all cost method equity investments of
publicly traded companies as available-for-sale. Available-for-sale investments are reported at fair value as of
each balance sheet date. Fair value is determined based on market quotations. Investments in equity securities
for which fair value is not readily determinable are carried at cost. If the fair value of the investment declines
below cost, we consider available evidence, including the duration and extent to which the market value has
been less than cost, to evaluate the extent to which the decline is “other than temporary.” If the decline is
considered other than temporary, the cost basis of the investment is adjusted down to fair value and the
adjustment is included in our consolidated statement of operations. If the decline is considered temporary in
nature, the adjustment is reflected as a component of other comprehensive income in the statement of
stockholders’ equity. In 2003 and 2002, we recorded charges of approximately $45,000 and $271,000,
respectively, to write-down certain investments we made in certain businesses because we considered the
decline in the value of these investments to be other than temporary. As of December 31, 2003, we have no
equity investments.

Interest Income

Interest income is derived primarily from investments in U.S. government securities, tax-exempt, short-
term municipal bonds and commercial paper. The decrease in interest income in 2003 from 2002 was due to
the decrease in the average cash and investment balances and lower interest rates, offset in part by transferring
investment balances to higher interest bearing taxable securities.

Provision (Benefit) for Income Taxes

We have deferred tax assets which have arisen primarily as a result of net operating losses incurred in
2001, 2002 and 2003, as well as other temporary differences between book and tax accounting. Statement of
Financial Accounting Standards No. 109, “Accounting for Income Taxes,” requires the establishment of a
valuation allowance to reflect the likelihood of realization of deferred tax assets. Significant management
judgment is required in determining our provision for income taxes, our deferred tax assets and liabilities and
any valuation allowance recorded against the net deferred tax assets. As a result of net operating losses
incurred in 2001, 2002 and 2003 and uncertainty as to the extent, jurisdiction and timing of profitability in
future periods, we recorded a full valuation allowance of $118.0 million and $115.8 million at December 31,
2003 and 2002, respectively. We recorded a net income tax provision of $1.3 million for 2003, which related
primarily to state minimum taxes and foreign taxes. We recorded a net income tax benefit of $18.6 million for
2002, of which $17.2 million relates to the enactment of “The Job Creation and Worker Assistance Act of
2002,” enacted March 9, 2002, which allowed us to carry back our tax net operating loss for U.S. federal
purposes for an additional three years to 1996. Our effective tax rate may vary from period to period based on
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changes in estimated taxable income or loss, changes to the valuation allowance, changes to federal, state or
foreign tax laws, future expansion into areas with varying country, state, and local income tax rates,
deductibility of certain costs and expenses by jurisdiction and as a result of acquisitions.

Net Equity Loss from Investees

We use the equity method of accounting for investments when we have an ownership interest of 20% to
50% or the ability to exercise significant influence over an investee’s operating activities. Net equity loss from
investees for 2002 was approximately $349,000. This consisted of equity in net losses from Sapient S.p.A. of
approximately $506,000, offset by equity in net income from DI of approximately $157,000.

In the fourth quarter of 2002, we ceased using the equity method of accounting for our investment in DI
as a result of the dissolution of Sapient KK, which resulted in us unwinding our strategic partnership with DI
and resigning our DI board seat. Also, due to losses incurred by Sapient S.p.A. since its inception, our
investment balance was reduced to zero during the second half of 2002. On July 2, 2003, we reached an
agreement with the management team of Sapient S.p.A., our joint venture in Milan, Italy, pursuant to which
the management team acquired all of the shares of Sapient S.p.A. from the shareholders of the joint venture
and the joint venture agreement has been terminated.

Results by Operating Segment

We are engaged in business activities which involve the provision of business and technology consulting
services, primarily on a fixed-price basis. We have discrete financial data by operating segments available
based on our method of internal reporting, which disaggregates our operations on a business unit basis for our
United States operations and on a geographic basis for our international operations. Operating segments are
defined as components of the Company for which separate financial information is available that is evaluated
regularly by the chief operating decision maker. Management uses this information to manage resources and
evaluate performance. Beginning with the fourth quarter of 2003, we combined our Automotive and
Industrial, Consumer and Transportation and Energy Services business units in the United States into one
business unit called Automotive, Consumer and Energy, and we are reporting our results by operating
segments accordingly. Results for operating segments for 2002 have been reclassified to reflect these changes.

We do not allocate certain selling and marketing and general and administrative expenses to our business
unit segments in the United States, because these activities are managed separately from the business units.
We did not allocate the costs associated with the 2002 restructuring plans across our operating segments for
internal measurements purposes, given that the substantial majority of the restructuring costs represented
consolidation of facilities. We did allocate the workforce reduction costs associated with the restructuring
activity in the second quarter of 2003 across our operating segments due to the specific identification of
terminated employees to their respective individual operating segment. We did not allocate the restructuring
and other related charges recorded in the third quarter of 2003 across our operating segments as these charges
resulted primarily from changes in estimated sub-lease income in connection with the restructuring plans
announced in 2001 and 2002.

The table below presents the service revenues and operating income (loss) attributable to these operating
segments for 2003 and 2002 (in thousands).

Automotive/

For the year ended: Financial Public Consumer/ Technology/ United

December 31, 2003 Services Services Energy Communications Kingdom Germany Sub-Total

Service revenues. ............. $19,616 $26,535 $35,980 $21,947 $51,211  $17,784 $173,073

Operating incomeé (loss) ....... $ 7,179(1) $ 4,657(1) $11,779(1) $ 5,460(1) $(1,830) $ 2,333 $ 29,578(1)
Sub-Total All Reconciling Consolidated

Reportahle Segments Other Items Totals
SErviCe FEVENUES ..o\ v ittt $173,073 $11,722 $ — $184,795
Operating income (loss) ........... ... ..., $ 29,578(1) $ 3,262(1) $(36401)(2) §$ (3,561)(2)
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Automotive/

For the year ended Financial Public Consumer/ Technology/ United
December 31, 2002 Services Services Energy Communications Kingdom Germany Sub-Total
Service revenues.............. $39,382 $20,799 $35,115 $16,079 $39,738 $11,102 $162,215
Operating income (loss) ....... $ 3,672(1) $(3,770) (1) $ 2,753(1) $(1,311) (1) $(1,466) $(3,964) $ (4,086)(1)
Sub-Total All Reconciling Consolidated
Reportable Segments Other Items Totals
SErviCe FeVENUES . .. ..ttt $162,215 $11,596 $ — $ 173,811

Operating income (10sS) . ... ..o ... $ (4,086)(1)y $ 3,219(1) $(239,831)(2) $(240,698)(2)

(1) The business unit segment operating income (loss) reflects only the direct controllable expenses of each
business unit segment. The total operating results for each business unit segment in the U.S. do not
contain an allocation of certain corporate, selling and marketing, or general and administrative expenses
incurred in support of the U.S. business unit segments.

(2) Represents consolidated loss before income taxes, net equity loss from investees and loss from
discontinued operations. Adjustments that are made to the total of the segments’ operating income (loss)
in order to arrive at consolidated loss before income taxes include the following:

Year Ended December 31,

2003 2002

Restructuring and other related charges ............................ $ — $ 66,885
Unallocated restructuring and other related charges .................. 737 —
Impairment of goodwill and intangible assets........................ — 107,430
Amortization of intangible assets ........ ... ... o, 1,772 4,328
Stock-based compensation ................iiii i 1,089 3,161
Other INCOME . . ..ottt e e e e e (2,729) (1,788)
Interest INCOmME. . .o\ttt (1,902) (4,312)
Unallocated eXpenses. .. ... e 37,434(3) 64,127(3)

$36,401 $239,831

(3) Includes corporate and U.S. selling and marketing and general and administrative costs.

Service Revenues by Operating Segments

Consolidated service revenues for 2003 increased 6% from service revenues for 2002. This was primarily
due to increases in our United Kingdom, Germany, Technology and Communications, and Public Services
business units, offset by declines in our Financial Services business unit. Our United Kingdom, Germany,
Technology and Communications, and Public Services business units’ service revenues for 2003 increased
$11.5 million, $6.7 million, $5.9 million and $5.7 million, respectively, from 2002. These increases were
primarily due to increased revenues from large government, healthcare, communication, and energy clients
and changes in currency rates in the UK and Germany. Offsetting this increase, our Financial Services
business unit’s service revenues decreased 50%, from $39.4 million for 2002 to $19.6 million for 2003. The
economic downturn that occurred in 2001 and 2002 significantly affected our clients in the financial services
industry, and, as a result, many of our clients in this industry decreased or delayed expenditures for technology
consulting services. We began to see improvements in technology spending in the financial services industry in
the second half of 2003, and we expect service revenues for our Financial Services business unit to increase in
2004, Overall, 5% of the increase in our revenues from 2002 to 2003 was attributable to changes in currency
rates.

Within our business units, we expect that demand for our services in our United Kingdom, Germany, and
Automotive, Consumer and Energy business units will improve in the first quarter of 2004, and that demand
for our services in our Public Services business unit will decline in the first quarter of 2004, in each case
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compared to the fourth quarter of 2003. We expect that the demand for our services in our other business units
in the first quarter of 2004 will not change materially from the levels of demand in the fourth quarter of 2003.

Our international service revenues have increased as a percentage of total service revenues, from 34% in
2002 to 41% in 2003. For 2003 and 2002, Sapient Limited, our UK subsidiary, had revenues of $51.2 million
and $39.7 million, respectively, or 67% and 68%, respectively, of total international revenues. We do not expect
any material changes in these percentages during the first quarter 2004 as compared to the fourth quarter
of 2003.

Operating Income (Loss) by Operating Segments

Operating results for our reportable segments improved significantly in 2003, from an operating loss of
$4.1 million in' 2002 to an operating profit of $29.6 million in 2003. In 2003, all of our reportable segments,
except our United Kingdom business unit, had profitable operating results. Operating income for our Financial
Services business increased from $3.7 million in 2002 to $7.2 million in 2003, despite the decrease in service
revenues for this business unit from 2002. Operating income for our Automotive, Consumer and Energy
business increased from $2.8 millien in 2002 to $11.8 million in 2003 on revenue growth of $865,000. Our
Public Services, Technology and Communications and Germany business units reported operating income of
$4.7 million, $5.5 million and $2.3 million, respectively in 2003, as compared to operating losses in 2002,
These improvements are primarily the result of our restructuring and cost cutting actions taken during 2002
and in the second quarter of 2003, and an increase in our billable utilization. Our United Kingdom business
unit reported an operating loss of $1.8 million in 2003, as compared to an operating loss of $1.5 million in
2002, primarily due to higher than estimated project personnel costs.

Loss on Discontinued Operations

On October 25, 2002, as a result of the decline in the demand for advanced technology consulting services
in Japan and the resulting declines in Sapient KK’s service revenues, we announced that we would discontinue
our Sapient KK operations in Japan. In December 2002, Sapient KK ceased its operating activities and the
Japan office was closed. Japan’s operating results for 2002 and 2001 have been collapsed and reclassified into a
single line item under the caption “Loss from discontinued operations.”

The table below presents service revenues and pre-tax loss from discontinued operations for the years
ended December 31, 2002 (in thousands):

2002
S ETVICE TEVRIUES &+ . vttt ettt ettt et e e e e e e e $ 2,401
Pre-tax loss from discontinued operations . ..............coi ... $(6,741)

The $6.7 million pre-tax loss from discontinued operations for the year ended December 31, 2002,
includes losses on discontinued operations of approximately $1.0 million for a charge related to the repurchase
of minority interest and approximately $1.1 million for a write-off of cumulative translation adjustments.

Years Ended December 31, 2002 and 2001
Service Revenues

Service revenues for 2002 decreased 47% from service revenues for 2001. The decrease in our service
revenues was primarily attributable to a decline in the demand for advanced technology consulting services in
the United States, including our services. We began to see stabilization in our revenues in the second half of
2002. The percentage of our revenues attributable to support and maintenance projects increased, growing to
7% of our total service revenues in 2002 from 4% in 2001.

In 2002, our five largest clients accounted for approximately 23% of our revenues in the aggregate; no
client accounted for more than 10% of such revenues and one client accounted for more than 5% of such
revenues. In 2001, our five largest clients accounted for approximately 23% of our revenues in the aggregate;
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no client accounted for more than 10% of such revenues and two clients each accounted for more than 3% of
such revenues.

Project Personnel Costs, Before Reimbursable Expenses

Project personnel costs, before reimbursable expenses, consist principally of salaries and employee
benefits for personnel dedicated to client projects and direct expenses incurred to complete projects that were
not reimbursed by the client, and represent the most significant expense we incur in providing our services.
Project personnel costs, before reimbursable expenses, increased as a percentage of revenues to 77% in 2002
from 71% in 2001, due to declining billing rates for earned revenue and our lower revenue base. Due to the
restructuring actions taken during 2002, project personnel costs decreased as a percentage of revenues and in
total dollars over the course of the year. Project personnel costs as a percentage of revenues decreased from
84% for the first quarter of 2002 to 66% for the fourth quarter of 2002. Furthermore, the number of project
personnel declined from 1,859 at December 31, 2001 to 1,163 at December 31, 2002. Project personnel costs
for 2002 decreased 42% from project personnel costs for 2001.

Selling and Marketing Costs

Selling and marketing costs consist principally of salaries, employee benefits and travel expenses of selling
and marketing personnel and promotional costs. Selling and marketing costs increased as a percentage of
revenues to 15% in 2002 from 8% in 2001. This percentage increase was primarily due to our declining revenue
base. The absolute decrease in selling and marketing costs for 2002 was primarily due to a decrease in the
number of selling and marketing personnel from 92 at December 31, 2001 to 64 at December 31, 2002, due to
workforce reductions from our restructuring actions and related decreases in travel expenses and marketing
promotions.

General and Administrative Costs

General and administrative costs relate principally to salaries and employee benefits associated with our
management, legal, finance, information technology, recruiting, training and administrative groups, and
depreciation and occupancy expenses. General and administrative costs increased as a percentage of revenues
to 46% in 2002 from 40% in 2001 due primarily to fixed personnel, rent and depreciation costs incurred in
anticipation of expected revenue stabilization earlier in the year, which did not materialize, and the decline in
our revenue base. Due to the restructuring actions taken during 2002, general and administrative costs
decreased as a percentage of revenues and in total dollars during the course of the year. General and
administrative costs as a percentage of revenues decreased from 50% for the first quarter of 2002 to 39% for
the fourth quarter of 2002. Furthermore, the number of general and administrative personnel declined from
445 at December 31, 2001 to 267 at December 31, 2002. General and administrative costs for 2002 decreased
38% from general and administrative costs for 2001. Our total headcount decreased from 2,396 at
December 31, 2001 to 1,491 at December 31, 2002. Total occupancy at December 31, 2002 was approximately
332,000 square feet, compared to approximately 701,000 square feet at December 31, 2001.

Restructuring and Other Related Charges

In connection with the restructuring plans implemented in 2002, we recorded restructuring and other
related charges of approximately $66.9 million during 2002. The 2002 restructuring plans resulted in the
termination of 863 employees. The restructuring plans also included discontinuing operations in Japan, closing
offices in Houston and Denver and consolidating office space in other cities where we had excess office space.
In connection with the termination of certain former TLG employees, we accelerated the vesting of
approximately 138,000 shares of restricted common stock as a part of their severance packages, resulting in a
non-cash charge of approximately $903,000. Restructuring charges of $662,000 related to our Japan subsidiary
was reported in the our loss from discontinued operations for 2002. Estimated costs for the consolidation of
facilities are composed of contractual rental commitments for office space vacated and related costs, brokerage
and related costs to sublet the office space, leasehold improvement write-downs, offset by estimated sub-lease
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income. The total reduction of office space resulting from these office closings and consolidations was
approximately 391,000 square feet.

In connection with the restructuring plans announced in 2001, we recorded restructuring and other
related charges of $100.6 million during 2001. The restructuring plans resulted in the termination of 1,251
employees. The restructuring plans also included closing our Sydney, Australia office and consolidating office
space in other cities where we had multiple office locations. Included in the restructuring charge is $561,000
related to our Japan subsidiary which is now included in our loss from discontinued operations for the year
ended December 31, 2001. Estimated costs for the consclidation of facilities are composed of contractual
rental commitments for office space vacated and related costs, brokerage and related costs to sublet the office
space, leasehold improvement write-downs, offset by estimated sub-lease income. The total reduction of office
space resulting from these office closings and consolidations was approximately 639,000 square feet.

Charges for restructuring and other related activities as of, and for, the twelve months ended Decem-
ber 31, 2002 and 2001 were as follows (in thousands):

Additional Additional Additional Additional

Balance  Charge-  Charge-  Charge-  Charge- Utilized Balance
12/31/01 Q1 Q2 Q3 Q4 Adjustments Non-Cash Cash 12/31/02
Workforce .. ........ $ 1,635 $12,967  $3,100 $ 697 $ 7,119 § (643) $ (903) $(18,839) $ 5,133
Facilities ........... 51,705 34,981 6,153 820 4,439 (3,833) (3,968) (21,804) 68,443
Depreciable assets ... — 787 525 — 485 — (1,797) — —

$53,340 $48,735  $9.778  $1,517  $12,043  $(4,526) $(6.668) $(40,643) $73,576

Current accrued

restructuring costs . . 36,466
Non-current accrued

restructuring costs . . $37,110

Original Additional Utilized Balance

Charge Charge Adjustments Non-Cash Cash 12/31/01

Workforce ............ ... . ..... $11,948 $11,691 $ 832 $ (67) $(22,789) $ 1,635

Facilities .......... .. ... ... ..... 33,285 23,549 13,217 (6,470) (11,876) 51,705

Depreciable assets................ 2,109 2,769 1,220 (6,098) —_ —
$47,342 $38,009 $15,289 $(12,635) $(34,665) $53,340

Current accrued restructuring costs . . 17,829

Non-current accrued restructuring
COSES .ottt $35,511

Amortization of Intangible Assets

For 2002 and 2001, amortization of intangible assets consists primarily of amortization of marketing
assets, customer lists and developed technology resulting from our acquisitions. The decrease in amortization
of intangible assets for the 2002 as compared to 2001 was primarily related to the cessation of amortization of
goodwill as of January 1, 2002, in accordance with SFAS No. 142, “Goodwill and other Intangible Assets.”
We recorded approximately $18.9 million of amortization of goodwill for 2001. We performed an impairment
review of our goodwill as of January 1, 2002, under the transitional provisions of SFAS 142. We identified our
reporting units, allocated assets and liabilities to the reporting units and performed impairment tests on the net
goodwill associated with each of the reporting units by comparing the reporting units’ book value to their
estimated fair value. Asscts and liabilities, including goodwill, were allocated to reporting units based on
factors such as specific identification, percentage of revenue and headcount. The fair value of the reporting
units was estimated considering a market multiple of revenue approach. During the second quarter of 2002, we
completed the transitional impairment test of goodwill as of January 1, 2002, concluding that no impairment
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of the goodwill had occurred at that date. By June 30, 2002, our stock price had declined significantly from
January 1, 2002, at which point our market capitalization, based on our stock price, was below our book value,
and we determined that an interim goodwill impairment test should be performed. Based on our analysis at
June 30, 2002, the carrying amount of all reporting units exceeded their fair values and a goodwill impairment
charge of $101.8 million was recognized in the statement of operations under the caption “Impairment of
goodwill and intangible assets,” for 2002. This charge represented 100% of the goodwill balance at January 1,
2002. Our Japanese subsidiary did not have intangible assets and therefore goodwill amortization had no effect
on discontinued operations.

Also, in accordance with the provisions of SFAS 144, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed of,” we determined that an interim impairment test of our
long-lived intangible assets at June 30, 2002 was necessary due to the significant decline in our market
capitalization, as determined by our stock price. Utilizing the lowest level of identifiable cash flows for each
long-lived asset group, we determined that the expected undiscounted cash flows related to our long-lived asset
groups would not recover the carrying value of the assets over their remaining useful lives. Accordingly, we
compared the carrying amounts of our long-lived assets to their estimated fair values. Fair values were
estimated using methods such as estimated replacement cost and relief from royalty. Based on the analysis at
June 30, 2002, the fair values of certain intangible assets were below their carrying values and an impairment
charge of $3.6 million was recognized in the statement of operations under the caption “Impairment of
goodwill and intangible assets,” for 2002. Amortization expense related to the intangible assets was
$4.3 million and $9.2 million for 2002 and 2001, respectively.

Stock-Based Compensation

The decrease in stock-based compensation for the twelve months ended December 31, 2002 relative to
the comparable period in 2001 was primarily due to the reduction of deferred compensation for people that
were no longer employed by the Company.

In connection with the TLG acquisition, in July 2001, we issued $10.0 million of restricted common stock
to the former TLG employees continuing with the Company, of which approximately $1.9 million had not
been amortized as of December 31, 2002. In connection with the termination of certain TLG employees to
whom the deferred compensation related, approximately $2.0 million of deferred compensation was reversed
through additional paid-in-capital and approximately $903,000 was charged to restructuring and other related
charges during 2002. The total compensation charge was approximately $2.7 million and $2.i million for 2002
and 2001, respectively. Stock-based compensation for 2002 included a non-recurring catch-up adjustment of
approximately $461,000 to correct the amortization period. We began to amortize the deferred compensation
over a period of 4.75 years, commencing on the date of acquisition. The period should have been 4.0 years,
which was corrected during the third quarter of 2002.

In connection with the acquisition of Human Code, we assumed the outstanding options granted under
the Human Code 1994 Stock Option/Stock Issuance Plan. The options vest ratably over periods up to four
years. We originally recorded deferred compensation of $11.2 million related to the intrinsic value of the
unvested options, of which $184,000 had not been amortized as of December 31, 2002. Due to the termination
of Human Code employees to whom the deferred compensation related, $374,000 and $6.9 million of deferred
compensation was reversed through additional paid-in-capital during 2002 and 2001, respectively. Stock-based
compensation was approximately $342,000 and $2.0 million for 2002 and 2001, respectively.

In connection with the acquisition of Adjacency, we assumed options under the Adjacency 1998 Stock
Option Plan, and converted them into options to purchase 253,016 shares of our common stock. The shares
vested ratably over three years starting on the date of employment, except for certain employees who were
granted accelerated vesting upon a change-in-control of Adjacency. Stock-based compensation expense
relating to these options was approximately $247,000 for 2001.

On October 23, 2002, we granted 324,500 shares of restricted common stock to senior officers of the
Company. We did not make grants of restricted shares to Messrs. Greenberg and Moore. These shares will
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vest ratably over a period of four years. The stock-based compensation charge was approximately $17,000 for
2002.

Gain on Fquity Investment Change in Interest

In May 2002, our equity ownership percentage in DI was diluted from approximately 17% to
approximately 15.7%, as a result of a public offering of DI’s common stock. Our equity ownership percentage
in DI was previously diluted from approximately 19% to approximately 17% during 2001. In both periods, the
dilution was due to the sale by DI of shares to new investors, which occurred at a higher price per share than
we previously paid and we recorded gains of $1.8 million and $1.4 million for 2002 and 2001, respectively.

Other Income (expense)

In 2002 and 2001, we recorded charges of approximately $271,000 and $4.8 million, respectively, to write-
down certain investments we made in certain businesses because we considered the decline in the value of
these investments to be other than temporary. Offsetting this charge, in 2002, we realized gains on the sale of
DI shares of approximately $259,000 and recognized other income of approximately $44,000.

Interest Income

Interest income was derived primarily from investment of the proceeds from our public stock offerings,
which were invested primarily in U.S. government securities, tax-exempt, short-term municipal bonds and
commercial paper. The decrease in interest income for 2002 was due to the decrease in the average cash and
investment balances and lower interest rates, offset in part by transferring investment balances to higher
interest bearing taxable securities.

Provision (Benefit) for Income Taxes

We have deferred tax assets which have arisen primarily as a result of net operating losses incurred in
2001 and 2002, as well as other temporary differences between book and tax accounting. Statement of
Financial Accounting Standards No. 109, “Accounting for Income Taxes,” requires the establishment of a
valuation allowance to reflect the likelihood of realization of deferred tax assets. Significant management
judgment is required in determining our provision for income taxes, our deferred tax assets and liabilities and
any valuation allowance recorded against the net deferred tax assets. As a result of net operating losses
incurred in 2001 and 2002 and uncertainty as to the extent and timing of profitability in future periods, we
recorded a full valuation allowance of $115.8 million and $72.6 million at December 31, 2002 and 2001,
respectively. We recorded a net income tax benefit of $18.6 million for 2002, of which $17.2 million relates to
the enactment of “The Job Creation and Worker Assistance Act of 2002,” enacted March 9, 2002, which
allowed us to carry back our tax net operating loss for U.S. federal purposes for an additional three years to
1996. We recorded a net income tax benefit of $3.1 million for 2001, which related primarily to a tax benefit
for net operating loss carrybacks, reversals of temporary differences between book and tax accounting and
foreign tax liabilities. Our effective tax rate may vary from period to period based on changes in estimated
taxable income or loss, changes to the valuation allowance, changes to federal, state or foreign tax laws, future
expansion into areas with varying country, state, and local income tax rates, deductibility of certain costs and
expenses by jurisdiction and as a result of acquisitions.

Net Equity Loss from Investees

We use the equity method of accounting for investments when we have an ownership interest of 20% to
50% or the ability to exercise significant influence over an investee’s operating activities. Net equity loss from
investees for 2002 and 2001 was approximately $349,000 and $499,000, respectively. This consisted of net
losses from Sapient S.p.A. of approximately $506,000, offset by equity in net income from DI of approxi-
mately $157,000, for 2002 and net losses from Sapient S.p.A. of approximately $296,000 and from DI of
approximately $203,000 for 2001.
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Results by Operating Segment

We are engaged in business activities which involve the provision of business and technology consulting
services, primarily on a fixed-price basis. Through December 31, 2001, we operated in one operating segment.
Effective January 1, 2002, we have discrete financial data by operating segments available based on our new
method of internal reporting, which disaggregates our operations on a business unit basis for our United States
operations and on a geographic basis for our international operations. Operating segments are defined as
components of the Company for which separate financial information is available that is evaluated regularly by
the chief operating decision maker. Management uses this information to manage resources and evaluate
performance. Data was not available for comparative periods prior to January 1, 2002.

We do not allocate certain selling and marketing and general and administrative expenses to our business
unit segments in the United States, because these activities are managed separately from the business units.
We did not allocate the costs associated with the 2002 restructuring plans across our operating segments, given
that the substantial majority of the restructuring costs represent consolidation of facilities and other items that
are not specific to individual operating segments. Asset information by operating segment is not reported to or
reviewed by the chief operating decision maker and, therefore, we have not disclosed asset information for
each operating segment.

The table below presents the service revenues and operating income (loss) attributable to these operating
segments 2002 (in thousands).

Financial Public Automotive/  Consumer/ Technology/ United
Services Services Industrial ~ Transportation Communications  Kingdom  Germany  Sub-Total
Service revenues ... $39,382 $20,799 $15,120 $12,411 $16,079 $39,738  $11,102  $154,631
Operating income
(loss) .......... $3,672(1) $(3,770)(1) § 3,106(1) $ L,I16(1)  $(L3L1)(1) $(1,466) $(3,964) $ (2,617)(1)
Sub-Total Reconciling Consolidated
Reportable Segments All Other Items Totals
Service revenues . ................. $154,631 $19,180 $ — $ 173,811

Operating income (loss) ........... $ (2,617)(1) $ 1,750(1)  $(239,831)(2) $(240,698)(2)

(1) The business unit segment operating income (loss) reflects only the direct controllable expenses of each
business unit segment. The total operating results for each business unit segment in the U.S. do not
contain an allocation of certain corporate, selling and marketing, or general and administrative expenses
incurred in support of the U.S. business unit segments.

(2) Represents consolidated loss before income taxes, net equity loss from investees and loss from
discontinued operations. Adjustments that are made to the total of the segments’ operating income (loss)
in order to arrive at consolidated loss before income taxes include the following:

Impairment of goodwill and intangible assets ............. ... ... .. .. ... ..o, $107,430
Restructuring and other related charges. ........ ... ... 66,885
Amortization of intangible assets . ... ... e 4,328
Stock-based cCOMPensation .. ... ... .o 3,161
Other INCOME . . . . o e (1,788)
Interest INCOME . . ... . e (4,312)
Unallocated eXPenses ..o vv vttt e et e 64,127(3)
$239,831

(3) Includes corporate and U.S. selling and marketing and general and administrative costs.

Our international service revenues have increased as a percentage of total service revenues, from 23% for
2001 to 34% for 2002. For 2002 and 2001, Sapient Limited, our UK subsidiary, had revenues of $39.7 million
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and $56.6 million, respectively, or 68% and 77% of total service revenues, respectively, of total international
revenues.

Liquidity and ICapital Resources

We have primarily funded our operations from cash flows generated from operations and the proceeds
from our public stock offerings. We invest our excess cash predominantly in instruments that are highly liquid,
investment grade securities. At December 31, 2003, we had approximately $161.2 million in cash, cash
equivalents, restricted cash and marketable investments, compared to $181.4 million at December 31, 2002.

We have deposited approximately $11.5 million with various banks as collateral for letters of credit and
performance bonds, and have classified this cash as restricted on the accompanying consolidated balance sheet
at December 31, 2003.

At December 31, 2003, we had the following contractual obligations:
Payments Due By Period

Less than More than
One Year 1-3 Years 3-5 Years 5 Years Total
(In thousands)
Operating leases ..................... $ 6,578 $ 6,633 $5,362 $6,806 $25,379
Cash outlays for restructuring and other
related activities(1) ................ 16,289 14,987 3,399 2,624 37,299

Purchase obligations(2) ............... 1,549 334 70 — 1,953
Total......... .. $24,416  $21,954 $8,831 $9,430 $64,631

(1) Cash outlays for restructuring and other related activities include minimum future lease and related
payments for excess facilities, net of estimated sublease income of $22.6 million under existing and
expected sublease arrangements.

(2) Purchase obligations represent minimum commitments due to third parties, including subcontractor
agreements, telecommunication contracts, IT mainterance contracts in support of internal use software
and hardware and other marketing and consulting contracts. Contracts for which our commitment is
variable based on volumes, with no fixed minimum quantities, and contracts that can be cancelled
without payment penalties, have been excluded. Amounts presented also exclude accounts payable and
accrued expenses at December 31, 2003.

Cash used in operating activities from continuing operations was $26.7 million for 2003, including cash
used for previously recorded restructuring activity of $3Z2.5 million, a loss from continuing operations of
$4.9 million, increases in unbilled revenue of $4.0 million and decreases in deferred revenues of $2.0 million,
offset by net non-cash charges of $9.9 million, including $9.1 million of depreciation and amortization and
increases in accrued expenses of $2.9 million. Overall, the change was primarily due to the cash outlay for
previously recorded restructuring actions. Our days sales outstanding (DSQO) for accounts receivable increased
from 68 days for 2002 to 76 days for 2003 primarily due to increases in revenue in Germany, the United
Kingdom and governmental clients as a percent of total revenue. The governmental clients continue to be
slower payers, and value-added tax is included in the accounts receivable balance in Germany and the United
Kingdom, but is excluded from revenue in those locations. We expect DSO for the first quarter of 2004 to be
in the range of 70-75 days.

Cash provided by investing activities from continuing operations was $2.2 million for 2003. This was due
primarily to net proceeds from sales of investments of $8.5 million, offset by purchases (net of sales and
maturities) of short-term investments of $3.1 million, capital expenditures of $1.6 million and the purchase of
HWT shares of $1.7 million.
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Cash used in financing activities from continuing operations was $0.8 million for 2003, as a result of the
repurchase of approximately 2.0 million shares of our common stock for approximately $3.4 million under our
stock repurchase program, offset by cash provided from the sale of common stock through our employee stock
purchase plan and the exercise of stock options of $2.1 million.

Repurchase of
Common Stock
Shares  Amount

_(I_nthousands)

2003 . 1,951  $3,430
200 . 5,757 5,266
200 . 110 422
Total .o 7,818  $9,118

The total cash outlay for the restructuring and other related activities implemented in 2001, 2002 and
2003 is expected to be approximately $145.1 million. The remaining $25.2 million of restructuring and other
related costs consists of non-cash charges primarily for asset write-offs and leasehold improvements for
facilities being vacated. As of December 31, 2003, $107.8 million of cash had been used for restructuring and
other related costs, of which $32.5 million was expended during 2003. Lease termination payments were
$2.6 million and $1.2 million for 2003 and 2002, respectively. Our estimated future restructuring and other
related activities’ cash outlays are included in our contractual liabilities.

We believe that our existing cash, cash equivalents, restricted cash and marketable investments will be
sufficient to meet our working capital and capital expenditure requirement and expected cash outlay for our
previously recorded restructuring activities for at least the next 12 months.

New Accounting Pronouncements

In January 2003, the FASB issued Interpretation (FIN) No. 46, Consolidation of Variable Interest
Entities (FIN 46) and, in December 2003, issued a revision to that interpretation (FIN 46R). FIN 46R
replaces FIN 46 and addresses consolidation by business enterprises of variable interest entities that possess
certain characteristics. A variable interest entity (VIE) is defined as (a) an ownership, contractual or
monetary interest in an entity where the ability to influence financial decisions is not proportional to the
investment interest, or (b) an entity lacking the invested capital sufficient to fund future activities without the
support of a third party. FIN 46R establishes standards for determining under what circumstances VIEs
should be consolidated with their primary beneficiary, including those to which the usual condition for
consolidation does not apply. Upon the dissolution of our Italian joint venture on July 2, 2003, we no longer
have any variable interest entities.

On December 17, 2003, the Staff of the Securities and Exchange Commission (SEC) issued Stafl
Accounting Bulletin No. 104 (SAB 104), Revenue Recognition, which supersedes SAB 101, Revenue
Recognition in Financial Statements. SAB 104’s primary purpose is to rescind the accounting guidance
contained in SAB 101 related to multiple-element revenue arrangements that was superseded as a result of the
issuance of EITF Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables.
Additionally, SAB 104 rescinds the SEC s related Revenue Recognition in Financial Statements Frequently
Asked Questions and Answers issued with SAB 101 that had been codified in SEC Topic 13, Revenue
Recognition. While the wording of SAB 104 has changed to reflect the issuance of EITF 00-21, the revenue
recognition principles of SAB 101 remain largely unchanged by the issuance of SAB 104, which was effective
upon issuance. We adopted the provisions of SAB 104 in the fourth quarter of 2003. Our adoption of SAB 104
did not have a material effect on our financial position or results of operations.
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Risk Factors

The following important factors, among others, coulc cause our actual business and financial results to
differ materially from those contained in forward-looking statements made in this Annual Report or presented
elsewhere by management from time to time.

The demand for business and technology consulting services weakened significantly in 2001 and 2002,
and demand may remain weak if the current improvement in the economic climate does not continue.

The market for our consulting services and the techrologies used in our solutions has changed rapidly
over the last four years. The market for advanced technology consulting services expanded dramatically during
1999 and most of 2000, but declined significantly in 2001 and 2002. Since the second half of 2000, many
companies have experienced financial difficulties or uncertainty, and canceled or delayed spending on
technology initiatives as a result. These companies typically are not demonstrating the same urgency regarding
technology initiatives that existed during the economic expansion that stalled in 2000. This trend worsened for
some companies following the September 11, 2001 terrorist attacks in the United States and the accounting
scandals involving Enron, Worldcom and other companies. The economic uncertainty caused by recent
military actions in Iraq further depressed technology spending. Although the economic climate has begun to
show signs of improvement since the third quarter of 2003, this improvement may not continue for a
meaningful period of time. If the economic climate does not improve significantly, large companies may
continue to cancel or delay their business and technology consulting initiatives because of the weak economic
chmate, or for other reasons, and our business, financial condition and results of operations would be
materially and jadversely affected.

Our market is highly competitive and we may not be able to continue to compete effectively.

The markets for the services we provide are highly competitive. We believe that we currently compete
principally with large systems consulting and implementation firms and clients’ internal information systems
departments. We also compete regularly with offshore outsourcing companies, and we expect competition
from these companies to increase in the future, especially on development, application management services
and outsourcing engagements. We compete to a lesser extent with specialized e-business consulting firms,
strategy consulting firms and packaged technology vendors. We compete frequently for client engagements
against companies with far higher revenues and larger numbers of consultants than we have. Recent
consolidations of large consulting companies within our market have further increased the size and resources
of some of these competitors. These competitors are often able to offer more scale, which in some instances
has enabled them to significantly discount their services in exchange for revenues in other areas or at later
dates. Additionally, in an effort to maintain market share, many of our competitors are heavily discounting
their services to unprofitable levels. Some of our competitors have gone out of business. If we cannot keep
pace with the intense competition in our marketplace, our business, financial condition and results of
operations will suffer.

Our international operations and Global Distributed Delivery model subject us to increased visk.

We currently have offices in the United Kingdom, Germany, India and Canada. Our international
operations are a significant percentage of our total revenues, and our Global Distributed Delivery
(GDD) model is a key component of our ability to successfully deliver our services. International operations
are subject to inherent risks, including:

» economi¢ recessions in foreign countries;
« fluctuations in currency exchange rates or impositions of restrictive currency controls;
» political instability, war or military conflict;

» changes in regulatory requirements;
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« complexities and costs in effectively managing multi-national operations and associated internal
controls and procedures;

» significant changes in United States immigration policies or difficulties in obtaining required immigra-
tion approvals for international assignments;

» U.S. imposed restrictions on the import and export of technologies; and
» reduced protection for intellectual property in some countries.

In particular, our GDD model depends heavily on our office in New Delhi, India. Any escalation in the
political or military instability in India or Pakistan or the surrounding countries could hinder our ability to
successfully utilize GDD, and could result in material adverse effects to our business, financial condition and
results of operations. Furthermore, the delivery of our services from remote locations causes us to rely on data,
phone, power and other networks which are not as reliable as those in other countries where we operate. Any
failures of these systems could affect the success of our GDD model. Remote delivery of our services also
increases the complexity and risk of delivering our services, which could affect our ability to satisfy our clients’
expectations or perform our services within the estimated time frame and budget for each project.

We earn revenues, incur costs and maintain cash balances in multiple currencies, and currency
Auctuations could affect our financial results.

We have significant international operations, and we frequently earn our revenues and incur our costs in
various foreign currencies. Our international segment revenues were $76.6 million in 2003. Doing business in
these foreign currencies exposes us to foreign currency risks in numerous areas, including revenues, purchases,
payroll and investments. We also have a significant amount of foreign currency net asset exposures. Certain
foreign currency exposures are naturally offset within an international business unit, because revenues and
costs are denominated in the same foreign currency, and certain cash balances are held in US dollar
denominated accounts. However, due to the increasing size and importance of our international operations,
fluctuations in foreign currency exchange rates could materially impact our financial results. Qur GDD model
also subjects us to increased currency risk, because we frequently incur a significant portion of our project
costs in Indian rupees and earn revenue from our clients in other currencies. Currently, we do not hold any
derivative contracts that hedge our foreign currency risk, but we may adopt such strategies in the future.

Our cash position includes amounts denominated in foreign currencies. We manage our worldwide cash
requirements considering available funds from our subsidiaries and the cost effectiveness with which these
funds can be accessed. The repatriation of cash balances from certain of our subsidiaries outside the
U.S. could have adverse tax consequences and be limited by foreign currency exchange controls. However,
those balances are generally available without legal restrictions to fund ordinary business operations. We have
transferred, and will continue to transfer, cash from those subsidiaries to the parent company, and to other
international subsidiaries, when it is cost effective to do so. However, any fluctuations in foreign currency
exchange rates could materially impact the availability and size of these funds for repatriation or transfer.

We have significant fixed operating costs, which may be difficult to adjust in response to unanticipated
Auctuations in revenues.

A high percentage of our operating expenses, particularly personnel, rent and depreciation, are fixed in
advance of any particular quarter. As a result, an unanticipated decrease in the number or average size of, or
an unanticipated delay in the scheduling for, our projects may cause significant variations in operating results
in any particular quarter and could have a material adverse effect on operations for that quarter.

An unanticipated termination or decrease in size or scope of a major project, a client’s decision not to
proceed with a project we anticipated or the completion during a quarter of several major client projects could
require us to maintain underutilized employees and could have a material adverse effect on our business,
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financial condition and results of operations. Our revenues and earnings may also fluctuate from quarter to
quarter because of such factors as:

- the contractual terms and timing of completion of projects, including achievement of certain business
results;

+ any delays incurred in connection with projects;

» the adequacy of provisions for losses and bad debts;

+ the accuracy of our estimates of resources required to complete ongoing projects;
+ loss of key highly skilled personnel necessary to complete projects; and

« general economic conditions.

We may lose money if we do not accurately estimate the costs of fixed-price engagements.

Most of our projects are based on fixed-price, fixed-time contracts, rather than contracts in which
payment to us is determined on a time and materials basis. Our failure to accurately estimate the resources
required for alproject, or our failure to complete our contractual obligations in a manner consistent with the
project plan upon which our fixed-price, fixed-time contract was based, could adversely affect our overall
profitability and could have a material adverse effect on our business, financial condition and results of
operations. We are increasingly entering into contracts for large projects, which magnifies this risk. We have
been required to commit unanticipated additional resources to complete projects in the past, which has
resulted in losses on those contracts. We will likely experience similar situations in the future. In addition, we
may fix the price for some projects at an early stage of the process, which could result in a fixed price that
turns out to be too low and, therefore, could adversely affect our business, financial condition and results of
operations.

Our clients could unexpectedly terminate their contracts for our services.

Some of our contracts can be canceled by the client with limited advance notice and without significant
penalty. Termination by any client of a contract for our services could result in a loss of expected revenues and
additional expenses for staff which were allocated to that client’s project. We could be required to maintain
underutilized employees who were assigned to the terminated contract. The unexpected cancellation or
significant reduction in the scope of any of our large projects could have a material adverse effect on our
business, financial condition and results of operations.

We may be liable to our clients for damages caused by our services or by our failure to remedy system
Sailures.

Many of our projects involve technology applications or systems that are critical to the operations of our
clients’ businesses and handle very large volumes of transactions. If we fail to perform our services correctly,
we may be unable to deliver applications or systems to our clients with the promised functionality or within the
promised time frame, or to satisfy the required service levels for support and maintenance. While we have
taken precautionary actions to create redundancy and back-up systems, any such failures by us could result in
claims by our clients for substantial damages against us. Although we attempt to limit the amount and type of
our contractual liability for defects in the applications or systems we provide, and carry insurance coverage
which mitigates this liability in certain instances, we cannot be assured that these limitations and insurance
coverages will be applicable and enforceable in all cases. Even if these limitations and insurance coverages are
found to be applicable and enforceable, our liability to our clients for these types of claims could be material in
amount and affect our business, financial condition and results of operations.
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We have begun to put a portion of our fees at risk based on project vesults and may not earn these fees
if we do not succeed.

Our business model focuses heavily on delivering measurable business results for our clients, and
increasingly we are aligning our interests with our client’s interests by putting a portion of our fees at risk,
dependent on our client’s attainment of the business value we promised. In 2003, we recognized $956,000 of
revenue by achieving previously agreed measurable business results, Our inability to deliver the business value
that we have promised on a project could materially affect the profitability of that project, because we typically
will incur the same level of project costs regardless of whether the promised business value is attained. We
could also experience delays in revenue recognition or payment because the measurement of business value is
often complex and may involve a verification process between us and our client. As a result, our failure to
deliver the business value that we promise to our clients could materially affect our business, financial
condition and results of operations.

If we do not attract and retain qualified professional staff, we may not be able to adequately perform our
client engagements and could be limited in accepting new client engagements.

QOur business is labor intensive, and our success depends upon our ability to attract, retain, train and
motivate highly skilled employees. Although we reduced our work force and slowed our hiring efforts in 2001
and 2002, and many specialized e-business and other business and technology companies did the same during
this period, intense competition exists for employees who have specialized skills or significant experience in
business and technology consulting. The improvement in demand for business and technology consulting
services that began in the third quarter of 2003 has also increased the need for highly skilled employees. We
expect to expand our operations in certain locations, including the United Kingdom and India, and these
expansion efforts will be highly dependent on attracting a sufficient number of highly skilled people. We may
not be successful in attracting enough employees to achieve our desired expansion or staffing plans.
Furthermore, the industry turnover rates for these types of employees are high, and we may not be successful
in retaining, training and motivating the employees we are able to attract. Our rate of voluntary turnover
decreased slightly to 22% in the fourth quarter of 2003 from 23% in the third quarter of 2003, which is still
above our targeted level, due to employees changing careers and increased travel requirements. Any inability
to attract, retain, train and motivate employees could impair our ability to adequately manage and complete
existing projects and to bid for or accept new client engagements. Such inability may also force us to hire
expensive independent contractors, which could increase our costs and reduce our profitability on client
engagements. We must also devote substantial managerial and financial resources to monitoring and managing
our workforce and other resources. Our future success will depend on our ability to manage the levels and
related costs of our workforce and other resources effectively.

Our stock price is volatile and may result in substantial losses for investors.

The trading price of our common stock has been subject to wide fluctuations. Our trading price could
continue to be subject to wide fluctuations in response to:

 quarterly variations in operating results and achievement of key business metrics by us or our
competitors;

» changes in operating results estimates by securities analysts;

+ any differences between our reported results and securities analysts’ published or unpublished
expectations;

» announcements of new contracts or service offerings made by us or our competitors;
» announcements of acquisitions or joint ventures made by us or our competitors; and

» general economic or stock market conditions.
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In the past, securities class action litigation has often been instituted against companies following periods
of volatility in the market price of their securities. The commencement of this type of litigation against us
could result in substantial costs and a diversion of management attention and resources.

Relatively small adjustments to our veported financial results could result in a restatement or public
disclosure because our operating results ave currently near break-even.

In the third quarter of 2003, we had an operating loss of $0.6 million and net income of $1.0 million. For
the fourth quarter of 2003, we had operating income of $1.1 million and net income of $2.6 million. For all of
2003, we had an operating loss of $8.2 million and a net loss of $4.9 million. As a result, relatively small
adjustments, while modest in absolute amount, discovered after reporting our financial results could be
deemed to be “‘material” in the near term, because such adjustments may constitute a significant percentage
of our results from operations or net income or loss. Any adjustments that are deemed to be material for this
reason would likely require us to restate our financial results for the periods affected, which could cause
fluctuations in our stock price.

We may be unable to protect our proprietary methodology.

Our success depends, in part, upon our proprietary methodology and other intellectual property rights.
We rely upon a combination of trade secrets, nondisclosure and other contractual arrangements, and copyright
and trademark laws to protect our proprietary rights. We enter into confidentiality agreements with our
employees, subcontractors, vendors, consultants and clients, and limit access to and distribution of our
proprietary information. We cannot be certain that the steps we take in this regard will be adequate to deter
misappropriation of our proprietary information or that we will be able to detect unauthorized use and take
appropriate steps to enforce our intellectual property rights. In addition, although we believe that our services
and products do not infringe on the intellectual property rights of others, infringement claims may be asserted
against us in the future, and, if asserted, these claims may be successful. A successful claim against us could
materially adversely affect our business, financial condition and results of operations.

Our co-Chairmen and co-CEOs have significant voting power and may effectively control the outcome of
any stockholder vote.

Jerry A. Greenberg and J. Stuart Moore, our Co-Chairmen of the Board of Directors and Co-Chief
Executive Officers, own approximately 34.3% of our common stock in the aggregate. As a result, they have the
ability to substantially influence, and may effectively ccntrol the outcome of corporate actions requiring
stockholder approval, including the election of Directors. This concentration of ownership may also have the
effect of delaying or preventing a change in control of Sapient, even if such a change in control would benefit
other investors.

We are dependent on our key employees.

Our success will depend in large part upon the continued services of a number of key employees,
including Messrs. Greenberg and Moore. Our employment arrangements with Messrs. Greenberg and Moore
and with our other key personnel provide that employment is terminable at will by either party. The loss of the
services of any of our key personnel could have a material adverse effect on our business, financial condition
and results of operations. In addition, if our key employees resign from Sapient to join a competitor or to form
a competing company, the loss of such personnel and any resulting loss of existing or potential clients to any
such competitor could have a material adverse effect on our business, financial condition and results of
operations. Although we require our employees to sign agreements prohibiting them from joining a
competitor, forming a competing company or soliciting our clients or employees for certain periods of time, we
cannot be certain that these agreements will be effective in preventing our key employees from engaging in
these actions or that courts or other adjudicative entities will substantially enforce these agreements.
Furthermore, for those employees whom we involuntarily terminated in connection with our restructuring
actions, we have waived the non-competition clause of their agreements in exchange for releases of claims. We
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granted these waivers only in connection with the restructuring actions, and our general practice is not to waive
the non-competition obligations of other departing employees.

Our covporate governance provisions may deter a financially attractive takeover attempt.

Provisions of our charter and by-laws may discourage, delay or prevent a merger or acquisition that
stockholders may consider favorable, including a transaction in which stockholders would receive a premium
for their shares. These provisions include the following:

+ our Board of Directors is staggered into three classes and the members may be removed only for cause
upon the affirmative vote of holders of at least two-thirds of the shares entitled to vote;

« our Board of Directors has the authority, without further action by the stockholders, to fix the rights
and preferences of and issue shares of preferred stock;

 any action that may be taken by stockholders must be taken at an annual or special meeting and may
not be taken by written consent;

« stockholders must comply with advance notice requirements before raising a matter at a meeting of
stockholders or nominating a director for election; and

+ a Chairman of the Board or a Chief Executive Officer are the only persons who may call a special
meeting of stockholders.

Provisions of Delaware law may also discourage, delay or prevent someone from acquiring us or merging
with us.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We do not believe that we have any material market risk exposure with respect to derivative or other
financial instruments. At December 31, 2003, our exposure to market risk relates primarily to changes in
interest rates on our investment portfolio. Our marketable investments consist primarily of fixed income
securities. We invest only with high credit quality issuers and we do not use derivative financial instruments in
our investment portfolio. We do not believe that a significant increase or decrease in interest rates would have
a material adverse impact on the fair value of our investment portfolio.

For a discussion of the risks we face as a result of foreign currency fluctuations, please see “Risk Factors™
in Part IT — “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholders
of Sapient Corporation:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, of changes in stockholders’ equity and of cash flows present fairly, in all material respects, the
financial position of Sapient Corporation and its subsidiaries at December 31, 2003 and 2002, and the results
of their operations and their cash flows for each of the three years in the period ended December 31, 2003 in
conformity with accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management; our responsibility is to express an opinion on
these financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America, which require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 6 to the consolidated financial statements, pursuant to the adoption of Financial
Accounting Standards Board Statement No. 142, Goodwill and Other Intangible Assets, the Company
changed its method of accounting for goodwill in 2002.

/s/ PRICEWATERHOUSECOOPERS LLP

Boston, Massachusetts
January 29, 2004, except for the third paragraph in Note 11, for which the date is March 11, 2004
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SAPIENT CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31,
2003

December 31,

2002

(In thousands, except share
and per share data)

ASSETS
Current assets:
Cash and cash equivalents. ... ... ... ... vt .. $ 67,592 $ 91,229
Marketable inVEStMENtS . . . ..ottt et 72,961 59,085
Restricted cash . ... . . 3,174 3,963
Accounts receivable, less allowance for doubtful accounts of §1,516 and

$2,246 at December 31, 2003 and 2002, respectively . .................. 30,078 29,134
Unbilled revienues on CONtracts . . ...t 14,387 11,468
Income tax receivable . ..... ... .. . ... .. 657 642
Prepaid eXpenses. ... ..o 4,049 4,442
Other CUITERt @SSELS .. .ot ittt et e e e e 1,577 2,282

Total CUITENT @SSEES o\t vttt it et e e e e e e 194,475 202,245

Marketable INVESTMENTS . .. .ot 9,201 20,426
Restricted cash . ... ... . 8,311 6,659
Property and equipment, net ....... ... ... . 13,180 24,262
Intangible assets, Net ... ...ttt 1,158 1,386
Other aS8tS . . vt 575 7,675
TOtal ASSEILS . o oot $ 226,900 $ 262,653
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable ... ... . $ 3,882 $ 4,005
Accrued EXPENSES . ... 14,637 12,888
Accrued restructuring costs, current portion .. ....... ... .. 18,237 36,466
Accrued COMPENSAtiON . .« ..ottt e 8,718 7,138
Income taxes payable. . ... ... 1,976 513
Deferred revenues on CONtractS . .. ..ottt ottt e e 3,867 5,910
Total current Habilities . . . ... . ... . . 51,317 66,920
Accrued restructuring costs, net of current portion ............. ... ... ... 22,550 37,110
Other long term liabilities . ........ .. .. i i 621 2,819
Total labilities .. ... . 74,488 106,849
Stockholders’ equity:
Preferred stock, par value $0.01 per share, 5,000,000 shares authorized and

none outstanding at December 31, 2003 and 2002 . .......... ... ....... — —
Common stock, par value $0.01 per share, 200,000,000 shares authorized,

129,897,952 and 127,648,747 shares issued at December 31, 2003 and

2002, 1eSpECHVELY - .ot 1,299 1,276
Additional paid-in capital ....... ... 471,653 469,648
Treasury stock, at cost, 7,817,942 and 5,867,259 shares at December 31,

2003 and 2002, respectively. . ... (9,118) (5,688)
Deferred compensation ......... ... ettt (594) (2,143)
Accumulated other comprehensive Income . ...........coovovniun... 1,870 511
Accumulated deficit . ... ... . L (312,698) (307,800)

Total stockholders’ equity ........... i 152,412 155,804

Total liabilities and stockholders” equity ........... ... .. ............. $ 226,900 $ 262,653

The accompanying notes are an integral part of these Consolidated Financial Statements.
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SAPIENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2003 2002 2001
(In thousands, except per share data)
Revenues:
SEIVICE TEVEIUES . . ittt e e e $184,795 § 173,811 $ 325,165
Reimbursable expenses. . ........ ...t 9,574 8,562 21,296
Total gross revenues .. ...t e 194,369 182,373 346,461
Operating expenses:
Project personnel costs, before reimbursable expenses (exclusive

of stock-based compensation of $958, $2,863 and $3,421 for

2003, 2002, and 2001, respectively) ......... ... ... ... ... 111,967 133,275 230,581
Reimbursable expenses. . ... 9,574 8,562 21,296

Total project personnel costs ... i 121,541 141,837 251,877
Selling and marketing costs (exclusive of stock-based

compensation of $59, $236 and $258 for 2003, 2002, and 2001,

respectively) . ... 18,501 26,192 27,880
General and administrative costs (exclusive of stock-based

compensation of $72, $62 and $770 for 2003, 2002, and 2001,

TESPECHIVELY) .o i e 57,523 79,338 128,574
Restructuring and other related charges....................... 2,135 66,885 100,079
Impairment of goodwill and intangible assets .................. — 107,430 —
Amortization of intangible assets ........ ... ... ... ... ...... 1,772 4,328 28,126
Stock-based compensation ............ ... 1,089 3,161 4,449

Total operating eXpenses . ...........oevureeerneneeinnnans 202,561 429,171 540,985
Loss from operations . ......... ..o, (8,192)  (246,798) (194,524)

Gain on equity investment change in interest .................... — 1,755 1,407
Other income (EXPENSE) . ..ottt it et 2,729 33 (4,677)
Interest INCOME . . ..o 1,902 4,312 9,393
Loss before income taxes, net equity loss from investees and loss
from discontinued Operations .. ...........c..iiiiii. (3,561) (240,698) (188,401)
Income tax provision (benefit) ......... ... . ... L 1,337 (18,585) (3,091)
Loss before net equity loss from investees and loss from
discontinued operations .. ............ie i (4,898)  (222,113)  (185,310)
Net equity loss from investees. ........ ..ot _— (349) (499)
Loss from continuing operations ..............cooiiiriieennn .. (4,898)  (222,462)  (185,309)
Loss from discontinued operations . ................... P, — (6,741) (3,959)
Nt L08S ottt e $ (4,898) $(229,203) $(189,768)
Basic and diluted net loss per share:
Continuing OpPerations . .. ... ..ottt $ (0.04) $ (1.78) $§ (1.50)
Discontinued operations ....... ... i $ — $ (005 $ (0.03)
Basic and diluted net loss pershare ............................ $ (004) $§ (1.83) § (1.53)
Weighted average common shares outstanding ... ................ 121,188 124,961 124,256

The accompanying notes are an integral part of these Consolidated Financial Statements.
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SAPIENT CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,

Cash flows from operating activities:
Loss from continuing operations .. ........ ... .. ...,

Adjustments to reconcile net loss from continuing operations to net
cash used in operating activities from continuing operations:

Loss recognized on write-down of investments ..................
Realized gains on investments. ... ........ ... .. ... .. ...
Loss recognized on disposition of fixed assets . ..................
Depreciation ahd amortization. .............. .. .ot
Amortization of intangible assets ........... . ... ...
Impairment of goodwill and intangible assets ...................
Deferred income taxes .. ...t
Allowance for doubtful accounts..............................
Stock-based compensation . ......... .. .. i
Equity received for services rendered . ........ ... ... ... ... ...
Non-cash restructuring costs . ...ttt irinninnennn...
Net equity losses from investees .. ............oieienneinen. .

Changes in operating assets and liabilities, net of acquired assets
-and liabilities:

Increase in restricted cash ........ .. ... ... ... ... .. 0.
(Increase) decrease in accounts receivable ...................
Increase in unbilled revenues on contracts....................
Decrease (increase) in prepaid expenses .....................
Decrease in other current assets ............. ..o,
Decrease in otherassets . ......... ... i,
(Decrease) increase in accounts payable . ....................
Increase (decrease) in accrued expenses .....................
(Decrease) increase in accrued restructuring costs.............
Increase (dec¢rease) in accrued compensation.................
Increase (decrease) in income taxes ........................
Decrease in other long term liabilities .......................
Decrease in deferred revenues on contracts . ..................
Net cash used in operating activities from continuing
OPETALIONS « « ¢ v vt s ettt et e et
Net cash used in operating activities from discontinued
OPETALIONMS .+« o ottt et e et e e e e e

Net cash used in operating activities ......................

44

2003 2002 2001
(In thousands)
(4,898) $(222,462) $(185,809)
43 271 4,677
(2,773) (2,034) (1,407)
— 456 1,723
9,145 13,701 18,293
1,772 4,328 28,126
— 107,430 —
— — 7,716
624 263 2,706
1,089 3,161 4,449
— — (156)
— 7,321 19,972
— 349 499
(863)  (10,622) —
(1,568) 6,539 38,304
(4,029) (179) (4,135)
393 (1,230) 2,291
705 162 3,662
1,463 304 279
(123) (1,026) 3,568
2,859 (306) 1,287
(30,394) 19,583 44,929
1,580 61)  (16,159)
1,448 12,526 (559)
(1,100) (1,407) (252)
(2,043) (2,455) (3,473)
(26,668)  (65,388)  (29,469)
_ (4,077) (4,105)
(26,668)  (69,465)  (33,574)




Cash flows from investing activities:

Purchases of property and equipment........................
Proceeds from sale of equity investment .....................
Purchase of minority interest. ............ ... ... .. .........
Investments in and advances to affiliates .....................
Long term investments . .......... .ot
Sales and maturities of marketable investments ...............
Purchases of marketable investments ........................

Net cash provided by investing activities from continuing

OPETAIONS .+« o o ettt et et e e

Net cash used in investing activities from discontinued

OPETATIONS . L\ v vttt e

Net cash provided by investing activities ...................

Cash flows from financing activities:

Proceeds from stock option and purchase plans ...............
Proceeds from sale of common stock of consolidated subsidiary. .
Repurchases of common stock ................ ... . ...

Net cash (used in) provided by financing activities from

CONtINUING OPErations . .. .o tuut et ieannen

Effect of exchange rate changesoncash .......................
(Decrease) increase in cash and cash equivalents ...............
Cash and cash equivalents, beginning of year ...................

Cash and cash equivalents, end of year ........................

Schedule of non-cash operating activities:

Tax benefit of disqualifying dispositions of stock options . .......

Schedule of non-cash investing activities:
Common stock received from Human Code purchase price

AdJUSTIMENT .

Years Ended December 31,

2003 2002 2001
(In thousands)

(1,632) (4,391)  (18,088)
— 1,562 —
— (991) —
(1,679) — (962)
8,564 55 312
148,151 177,463 266,594
(151,206)  (122,524)  (217,977)
2,198 51,174 29,879
— (120) (120)
2,198 51,054 29,759
2,108 3,444 17,510
500 — —
(3,430) (5,266) (422)
(822) (1,822) 17,088
1,655 1,718 (1,112)
(23,637) (18,515) 12,161
91,229 109,744 97,583
$ 67,592 § 91,229 $ 109,744
$ — 3 — $ 20,600
$ — $ — 3 944

The accompanying notes are an integral part of these Consolidated Financial Statements.
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SAPIENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Nature of Business

Sapient is a leading business consulting and technology services firm that plans, designs, implements and
manages information technology to improve business performance for Global 2000 clients. Sapient was
founded in 1991 based on a single promise — to deliver the right business results on time and on budget. The
Company’s fixed-price/fixed-time model, combined with its industry, design, technology and process exper-
tise, provides clients with the highest business value at the lowest total cost of ownership. The Company has
offices across the United States and in Canada, the United Kingdom, Germany and India.

The market for technology consulting services declined significantly in 2001 and 2002, but began to
stabilize and modestly improve in the second half of 2003. The Company has seen stabilization and some
modest growth in its service revenues, beginning in the third quarter of 2002. The Company’s service revenues
were $184.8 million for 2003, a 6% increase from service revenues of $173.8 million for 2002, which decreased
47% from service revenues of $325.2 million for 2001. The Company’s loss from continuing operations
decreased to $4.9 million in 2003 from $222.5 million in 2002 and $185.8 million for 2001, primarily as a result
of cost-cutting actions. The Company’s loss from continuing operations for 2002 included a $107.4 million
charge for the impairment of goodwill and intangible assets. The Company’s net cash used in operations for
2003 was $26.7 million, including $32.5 million used for previously recorded restructuring actions, compared
to $69.5 million for 2002, including $40.6 million used for previously recorded restructuring actions. The
Company has laccrued restructuring costs, primarily related to vacated facilities recorded in prior years, of
$40.8 million at December 31, 2003. The Company’s cash, cash equivalents, restricted cash and marketable
investments at December 31, 2003 were $161.2 million. The Company believes that its existing cash, cash
equivalents, restricted cash and marketable investments will be sufficient to meet its working capital, capital
expenditure, restructuring and stock repurchase program requirements for at least the next 12 months.
However, if the recent stabilization and improvement in the demand for the Company’s services does not
continue and the Company suffers declines in its service revenues, the Company may incur additional losses
and negative cash flows, and these could be significant.

(2) Summary of Significant Accounting Policies
(a) Principles of Consolidation and Basis of Presentation

The Consolidated Financial Statements include the accounts of the Company and its wholly owned and
majority-owned, controlled subsidiaries. All significant intercompany transactions have been eliminated in
consolidation.

Certain amounts in previously issued financial statements have been reclassified to conform to the current
presentation. In December 2002, the Company ceased operations in Japan. The financial statements and
financial information included in this report for 2002 and prior periods reflect the results of operations for
Japan as a single line item listed as “loss from discontinued operations.” See Note 17.

(b) Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting periods. Significant estimates relied upon in
preparing these financial statements include estimated costs to complete long term contracts, allowances for
doubtful accounts, estimated fair value of investments, including whether any decline in such fair value is
other-than-temporary, expected future cash flows used to evaluate the recoverability of long-lived assets,
estimated fair values of long-lived assets and reporting urnits used to record impairment charges related to
intangible assets and goodwill, restructuring and other related charges, contingent liabilities and recoverability
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SAPIENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

of the Company’s net deferred tax assets and related valuation allowance. Although the Company regularly
assesses these estimates, actual results could differ materially from these estimates. Changes in estimates are
recorded in the period in which they become known. The Company bases its estimates on historical experience
and various other assumptions that it believes to be reasonable under the circumstances. Actual results may
differ from the Company’s estimates if past experience or other assumptions do not turn out to be substantially
accurate.

(¢) Foreign Currency Translation

For non-U.S. subsidiaries, which operate in a local currency environment, assets and liabilities are
translated at period-end exchange rates, and income statement items are translated at the average exchange
rates for the period. The local currency for all foreign subsidiaries is considered to be the functional currency
and, accordingly, translation adjustments are reported as a separate component of stockholders’ equity under
the caption “accumulated other comprehensive income (loss).” In connection with the closure and dissolution
of the Company’s operations in Japan, $1.1 million of cumulative translation adjustments were written off and
are included in the Company’s 2002 loss from discontinued operations. Gains of approximately $1.1 million
and $793,000 from foreign currency transactions are included in the statement of operations for 2003 and
2002, respectively. A loss of approximately $420,000 from foreign currency transactions was included in the
statement of operations for 2001. These amounts were primarily related to intercompany foreign currency
transactions that were of a short-term nature.

(d) Cash and Cash Equivalents

All highly liquid investments with original maturities of three months or less are considered cash
equivalents. Cash and cash equivalent balances consist of deposits and repurchase agreements with a large
U.S. commercial bank and high-grade commercial paper. At December 31, 2003 and 2002, the Company has
classified its cash equivalent investments, totaling approximately $26.3 million and $54.8 million, respectively,
as available-for-sale and these investments are stated at amortized cost, which approximates fair value.

(e} Markerable Investments

The Company classifies its marketable investments as available-for-sale, and carries them at fair market
value. The difference between amortized cost and fair market value, net of tax effect, is recorded as a separate
component of stockholders’ equity. The cost of securities available-for-sale is adjusted for amortization of
premiums and discounts to maturity. Accretion and amortization of discounts and premiums for alf securities
are included in interest income. Realized gains and losses from sales of available-for-sale securities were not
material for any period presented. The Company considers available evidence, including the duration and
extent to which declines in fair value compares to cost in determining whether the unrealized loss is “other
than temporary.” If the decline is considered other than temporary, the unrealized loss is removed from other
comprehensive income (loss) and recorded as other expense in the statement of operations.

(f) Financial Instruments and Concentration of Credit Risk

Financial instruments which potentially subject the Company to a concentration of credit risk consist of
cash and cash equivalents, marketable investments and accounts receivable.

The Company performs ongoing credit evaluations of its customers and generally does not require
collateral on accounts receivable. The Company maintains allowances for potential credit losses and such
losses have been within management’s expectations. No customer accounted for greater than 10 percent of
total revenues in 2003, 2002 or 2001.
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SAPIENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The fair market values of cash and cash equivalents, restricted cash, marketable investments, accounts
receivable, accounts payable, accrued expenses and income taxes payable at both December 31, 2003 and
2002 approximate their carrying amounts.

(g) Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and amortization. Deprecia-
tion and amortization are computed using the straight-line method over the estimated useful lives of the
related assets, which range from three to five years. Leasehold improvements are amortized over the lesser of
the estimated useful lives of the assets or the lease term. When an item is sold or retired, the cost and related
accumulated depreciation is relieved, and the resulting gain or loss, if any, is recognized in the statement of
operations.

(h) Other Assets

Other assets include long term investments recorded under both the cost and equity methods of
accounting. The Company uses the equity method of accounting for investments when it has an ownership
interest of 20% to 50% or the ability to exercise significant influence over an investee’s operating activities. At
December 31, 2003, the Company no longer has any long term investments. At December 31, 2002,
investments accounted for under the equity method and cost method amounted to approximately $0 and
$5.6 million, respectively.

The Company classifies all cost method equity investments of publicly traded companies as “available-
for-sale.” Available-for-sale investments are reported at fair value as of each balance sheet date. Fair value is
determined based on market quotations. Investments in equity securities for which fair value is not readily
determinable are carried at cost. If the fair value of the investment declines below cost, the Company
considers available evidence, including the duration and extent to which the market value has been less than
cost, to evaluate the extent to which the decline is “other than temporary.” If the decline is considered other
than temporary, the cost basis of the investment is adjusted down to fair value and the amount of the
adjustment is included in the Company’s consolidated statement of operations. For the years ended
December 31, 2003, 2002 and 2001, the Company recorded $45,000, $271,000 and $4.7 million, respectively,
in charges to write down certain investments because the decline in the value of these investments was
considered to be other than temporary.

(i) Change in Interest Gains and Losses

The Company includes gains and losses on changes in interest in its subsidiaries and equity method
investees in net income (loss). If the change in interest is a gain and the subsidiary or equity method investee
is a research and development, start-up or development stage company or an entity whose viability as a going
concern is under consideration, the Company accounts for the change in interest as a component of
stockholders’ equity.

(j) Revenue Recognition and Allowance fov Doubtful Accounts

The Company recognizes revenue from the provision of professional services under written service
contracts with its clients. The Company derives a significant portion of its revenue from fixed-price, fixed-time
contracts. Revenue generated from fixed-price contracts, with the exception of support and maintenance
contracts, is recognized based on the ratio of labor hours incurred to estimated total labor hours. This method
is used since reasonably dependable estimates of the revenues and costs applicable to various stages of a
contract can be made, based on historical experience and milestones set in the contract. Revenue generated
from fixed-price support and maintenance contracts is recognized ratably over the contract term. Revenue
from time-and-material contracts is recognized as services are provided. The Company’s project delivery and
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SAPIENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

business unit finance personnel continually review labor hours incurred and estimated total labor hours, which
may result in revisions to the amount of recognized revenue for a contract. Certain contracts provide for
revenue to be generated based upon the achievement of certain performance standards. Revenue is recognized
when such performance standards are achieved, including $956,000 of revenue recognized in 2003. No
revenue was recognized in 2002 and 2001 for performance standards. In some instances during 2001, services
were provided to clients in exchange for equity instruments of the client. The Company measures the fair
value of the equity instrument on the date the parties come to a mutual understanding of the terms of the
arrangement and a commitment for performance by the Company to earn the equity instruments is reached,
or when the equity is earned, whichever occurs earlier. The Company did not receive any equity for services
rendered in 2003 or 2002. In 2001, $156,000 of equity was received for services rendered. Subsequent changes
in the value of equity are measured as indicated in the “Other Assets” policy above.

Recognized revenues and profits are subject to revisions as the contract progresses to completion.
Provisions for estimated losses on uncompleted contracts are made on a contract-by-contract basis and are
recognized in the period in which such losses are determined. At December 31, 2003 and 2002, $0 and
$2.6 million, respectively, was provided for estimated losses on uncompleted contracts. Earnings recognized in
excess of the amounts invoiced to clients are classified as unbilled revenues. Amounts invoiced to clients in
excess of revenue recognized are classified as deferred revenues.

The Company recognizes revenue for services only in those situations where collection from the client is
probable and its fees are fixed or determinable. The Company establishes billing terms at the time project
deliverables and milestones are agreed. The Company maintains allowances for doubtful accounts for
estimated losses resulting from the inability of its customers to make required payments. The Company bases
its estimates on its historical collection and write-off experience, current trends, credit policy, detailed analysis
of specific client situations and percentage of its accounts receivable by aging category. If the financial
condition of Sapient’s clients were to deteriorate, resulting in an impairment of their ability to make payment,
additional allowances may be required. For the years ended December 31, 2003, 2002 and 2001, $624,000,
$263,000 and $2.7 million, respectively, was provided for doubtful accounts.

The Company incurs incidental expenses in the delivery of services to its clients that are commonly
referred to as “out-of-pocket” expenses. These expenses include, but are not limited to, travel and related
charges. The Company records reimbursable expenses as revenue.

Revenue from multiple element arrangements is accounted for under EITE Issue No. 00-21
(EITF 00-21), “Revenue Arrangements with Multiple Deliverables.” For these arrangements, the Company
evaluates all deliverables in the contract to determine whether they represent separate units of accounting. The
Company then measures and allocates the consideration from the arrangement to the separate units of
accounting, if applicable. This evaluation is performed at the inception of the arrangement and as each item in
the arrangement is delivered, and involves significant judgments regarding the nature of the services and
deliverables being provided and whether these services and deliverables can reasonably be divided into the
separate units of accounting. In the second quarter of 2003, the Company entered into a preferred partnership
with a client for a three-year period. The Company performed a detailed assessment of the contract terms and
deliverables and determined that the multiple deliverables could not be separated into individual units of
accounting. The Company concluded that revenue should be recognized on a straight line basis over the term
of the contract.

(k) Stock-Based Compensation

Statement of Financial Accounting Standards No. 123 (SFAS 123), “Accounting for Stock-Based
Compensation,” requires that companies either recognize compensation expense for grants of employee stock
options and other equity instruments based on fair value, or provide pro forma disclosure of net income (loss)
and net income (loss) per share in the notes to the financial statements. At December 31, 2003, the Company
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has eight stock-based compensation plans, which are described more fully in Note 12. The Company accounts
for those plans under the recognition and measurement principles of Accounting Principles Board Opinion
No. 235, “Accounting for Stock Issued to Employees,” and related interpretations. Accordingly, no compensa-
tion cost has been recognized under SFAS 123 for the Company’s employee stock option plans. Had
compensation cost for the awards under those plans been determined based on the grant date fair values,
consistent with the method required under SFAS 123, the Company’s net loss and net loss per share would
have been increased to the pro forma amounts indicated below:

2003 2002 2001
(In thousands except per share data)
Net loss asreported . ........ .. v inn.. $ (4,898) $(229,203) $(189,768)
Add back: Stock-based compensation, included in net
loss, asreported. . ... ... $ 1,081 $ 3,161 $ 4449
Deduct: Stock-based employee compensation expense
determined under fair value based method for all
awards, net of related tax effects................... (26,311) (44,460) (64,350)
Proforma........ ... ... . . . . . . . $(30,128) $(270,502) $(249,669)
Basic and diluted net loss per share
Asreported . ... .. $ (004) $ (1.83) $§ (1.53)
Proforma......... ... i $ (025 $ (216) $ (20D

The stock-based compensation expense appearing in the financial statements relates to restricted stock of
the Company granted to senior officers of the Company and restricted stock of HWT granted to an executive
of HWT, as well as the Human Code, Inc. (Human Code) and The Launch Group Aktiengesellschaft
(TLG) acquisitions. The Company assumed the Human Code options granted to Human Code employees,
which vest ratably over periods up to four years. Deferred compensation expense relates to the intrinsic value
of the unvested options on the date of purchase. In connection with the TLG acquisition, the Company issued
restricted Sapient stocks to former TLG employees continuing employment with the Company in July 2001
and these restricted stocks are vested ratably over four years.

(1) Advertising Costs

The Company charges the costs of advertising to expense as incurred, and includes these costs in selling
and marketing costs in the consolidated statements of operations. The amounts of advertising costs recorded
by the Company were immaterial for all periods presented.

(m) Income Taxes

The Company records income taxes using the asset and liability method. Deferred income tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and labilities and their respective income tax bases, and
operating loss and tax credit carry forwards. Deferred income tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences,
operating losses, or tax credit carry forwards are expected to be recovered or settled. The effect on deferred
income tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date. Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes,”
requires the establishment of a valuation allowance to reflect the likelihood of realization of deferred tax
assets. Significant management judgment is required in determining the Company’s provision for income
taxes, its deferred tax assets and liabilities and any valuation allowance recorded against its net deferred tax
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assets. The Company evaluates the weight of all available evidence to determine whether it is more likely than
not that some portion or all of the deferred income tax assets will not be realized. See Note 10.

(n) Income (Loss) Per Share

Under Statement of Financial Accounting Standards No. 128, the Company presents basic income
(loss) per share and diluted income (loss) per share for each of the following line items: income (loss) from
continuing operations, loss from discontinued operations and net income (loss). Basic income (loss) per share
is based on the weighted average number of shares outstanding during the period. Diluted income (loss) per
share reflects the per share effect of dilutive common stock equivalents. Common stock equivalents were
outstanding at December 31, 2003, 2002 and 2001 but were not included in the computation of diluted income
(loss) per share because the Company recorded losses for each of the years then ended.

(o) Comprehensive Income (Loss)

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income” (SFAS
130) establishes standards for reporting comprehensive income (loss) and its components in the body of the
financial statements. Comprehensive income (loss) includes net income (loss) as currently reported under
generally accepted accounting principles and also considers the effect of additional economic events that are
not required to be recorded in determining net income (loss) but are rather reported as a separate component
of stockholders’ equity. The Company reports foreign currency translation gains and losses and unrealized
gains and losses on investments which are considered temporary as components of comprehensive income
(loss). At December 31, 2003 and 2002, the Company reported foreign currency translation gains in the
amount of approximately $1.8 million and $270,000, respectively. At December 31, 2003 and 2002, the
Company reported unrealized gains on investments in the amount of approximately $36,000 and $241,000,
respectively.

(p) Segment Reporting

The Company is engaged in business activities which involve the provision of business and technology
consulting services, primarily on a fixed-price basis. Beginning January 1, 2002, the Company has discrete
financial data by operating segments available based on the Company’s method of internal reporting, which
disaggregates its operations on a business unit basis for its United States operations and on a geographic basis
for its international operations. Operating segments are defined as components of the Company concerning
which separate financial information is available to manage resources and evaluate performance. Beginning
with the fourth quarter of 2003, the Company combined its Automotive and Industrial, Consumer and
Transportation and Energy Services business units in the United States into one business unit called
Automotive, Consumer and Energy. The Company has reported its results by operating segments accordingly
and results for operating segments for 2002 have been reclassified to reflect these changes. Through
December 31, 2001, the Company operated in one segment. Data was not available for comparative periods
prior to 2002.

The Company does not allocate certain selling and marketing and general and administrative expenses to
its business unit segments in the United States, because these activities are managed separately from the
business units. The Company did not allocate the costs associated with the 2002 restructuring plans across its
operating segments for internal measurements purposes, given that the substantial majority of the restructur-
ing costs represent consolidation of facilities and other items that are not specific to individual operating
segments. The Company did allocate the workforce reduction costs associated with restructuring activity in
the second quarter of 2003 across its operating segments, due to the specific identification of terminated
employees to their respective individual operating segment. The Company did not allocate the restructuring
and other related charges recorded in the third quarter of 2003 across its operating segments as these charges
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resulted primarily from changes in estimated sub-lease income in connection with restructuring plans
announced in 2001 and 2002. Asset information by operating segment is not reported to or reviewed by the
chief operating decision maker and, therefore, the Company has not disclosed asset information for each
operating segnent. During the first three quarters of 2002, the Company’s Japanese subsidiary was included in
“All Other.” During the fourth quarter of 2002, the Company discontinued operations in Japan and classified
the results of operations as discontinued for all periods presented.

The table'below presents the service revenues and operating income (loss) attributable to these operating
segments for 2003 and 2002 (in thousands).

Automaotive/

For the year ended Financial Public Consurmer/ Technology/ United
December 31, 2003 Services Services Energy Communications Kingdom Germany Sub-Total
Service revenues . ............ $19,616 $26,535 $35,580 $21,947 $51,211  $17,784  $173,073
Operating income (loss) ...... $ 7,179(1) $ 4,657(1) $11,779(1) $ 5,460(1) $(1,830) $ 2,333 § 29,578(1)
Sub-Total
Reportable Reconciling Consolidated
Segments All Other Items Totals
SEIrVICE TEVEIUES . .ottt ettt e et e e $173,073 $11,722 $ — $184,795
Operating income (10SS) .. ... vt $ 29,578(1) $ 3,262(1) $(36,401)(2) $ (3,561)(2)
Automotive/
For the year ended Financial Public Consumer/ Technology/ United
December 31, 2002 Services Services Energy Communications Kingdom Germany Sub-Total
Service revenues . . .......... $39,382 $20,799 $35,115 $16,079 $39,738  $11,102 $162,215
Operating income (loss) ... .. $ 3,672(1) $(3,770)(1) $ 2,753(1) $(1,311) (1) $(1,466) $(3,964) $ (4,086)(1)
Suh-Total
Reportable : Reconciling Consolidated
Segments All Other Items Totals
SEIVICE TEVEIMUES .« o vt ettt e e $162,215 $11,596 $ — $ 173,811
Operating income (l0SS) ... ..o iinnii .. $ (4,086) (1) $ 3,219(1) $(239,831)(2) $(240,698)(2)

(1) The business unit segment operating income (loss) reflects only the direct controllable expenses of each
business unit segment. The total operating results for each business unit segment in the U.S. do not
contain an allocation of certain corporate, selling and marketing, or general and administrative expenses
incurred iri support of the U.S. business unit segments.

(2) Represents consolidated loss before income taxes, net equity loss from investees and loss from
discontinued operations. Adjustments that are made to the total of the segments’ operating income
(loss) in order to arrive at consolidated loss before income taxes include the following:

Year Ended December 31,

2003 2002

Restructuring and other related charges ............ ...........c.... 3 — $ 66,885
Unallocated restructuring and other related charges .................. 737 —
Impairment of goodwill and intangible assets........................ — 107,430
Amortization of intangible assets ...... .. ... ... o i il 1,772 4,328
Stock-based compensation . ............ ... e 1,089 3,161
Other iNCOME . . ...t e e (2,729) (1,788)
Interest INCOME. . ..o\t (1,902) (4,312)
Unallocated eXpenses. . .. ..ottt 37,434(3) 64,127(3)

$36,401 $239,831

(3) Includes corporate and U.S. selling and marketing and general and administrative costs.
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(q) Geographic Data

Data for the geographic regions in which the Company operates is presented below for the periods
presented in the consolidated statements of operations and the consolidated balance sheets:

2003 2002 2001
{In thousands)

Service revenues:

United States. ... it $108,180  $115,487  $251,446
International .. ...... .. .. . . .. 76,615 58,324 73,719
Total SEerviCe TEVENUES . .. . o\ ov v et $184,795  $173,811  $325,165
Long-lived assets:
United States. .. oottt $ 9,208 $ 16,862 $144,290
International ..... ... ... ... ... ... ... 5,130 8,786 10,320
Total long-lived assets .............ccoviivninnnn... $ 14,338 § 25,648 $154,610

In 2003, 2002 and 2001, Sapient Limited, the Company’s subsidiary in the United Kingdom, had service
revenues of $51.2 million, $39.7 million, and $56.6 million, respectively, or 67%, 68% and 77%, respectively, of
total international revenues.

(r) New Accounting Pronouncements

In January 2003, the FASB issued Interpretation (FIN) No. 46, Consolidation of Variable Interest
Entities (FIN 46) and, in December 2003, issued a revision to that interpretation (FIN 46R). FIN 46R
replaces FIN 46 and addresses consclidation by business enterprises of variable interest entities that possess
certain characteristics. A variable interest entity (VIE) is defined as (a) an ownership, contractual or
monetary interest in an entity where the ability to influence financial decisions is not proportional to the
investment interest, or (b) an entity lacking the invested capital sufficient to fund future activities without the
support of a third party. FIN 46R establishes standards for determining under what circumstances VIEs
should be consolidated with their primary beneficiary, including those to which the usual condition for
consolidation does not apply. Upon the dissolution of the Company’s interest in the Italian joint venture on
July 2, 2003 (see Note 8), the Company no longer has any variable interest entities.

On December 17, 2003, the Staff of the Securities and Exchange Commission (SEC) issued Staff
Accounting Bulletin No. 104 (SAB 104), Revenue Recognition, which supersedes SAB 101, Revenue
Recognition in Financial Statements. SAB 104’s primary purpose is to rescind the accounting guidance
contained in SAB 101 related to multiple-element revenue arrangements that was superseded as a result of the
issnance of EITF Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables.
Additionally, SAB 104 rescinds the SEC s related Revenue Recognition in Financial Statements Frequently
Asked Questions and Answers issued with SAB 101 that had been codified in SEC Topic 13, Revenue
Recognition. While the wording of SAB 104 has changed to reflect the issuance of EITF 00-21, the revenue
recognition principles of SAB 101 remain largely unchanged by the issuance of SAB 104, which was effective
upon issuance. The Company adopted the provisions of SAB 104 in the fourth quarter of 2003. The
Company’s adoption of SAB 104 did not have a material effect on its financial position or results of operations.

(3) Marketable Investments

At December 31, 2003 and 2002, all of the Company’s marketable investments were classified as
available-for-sale. Marketable investments are carried on the balance sheet at their fair market value.
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The following tables summarize the Company’s marketable investments in thousands of dollars:

2003
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
Commercial paper.................oiiin.. $ 5,098 $— $ — $ 5,098
U.S. government agencies ..................... 66,012 49 (18) 66,043
Municipa} notesand bonds ............... ... .. 5,907 2 — 5,909
Corporate debt securities ...................... 5,109 5 (2) 5,112
Marketable investments ..................... $82,126 $56 $(20) $82,162
Current marketable investments .............. 72,961
Non-current marketable investments .......... $ 9,201
2002
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value

Commercial paper. .......... . ... ... $ 7,409 $ 10 $ — $ 7,419
U.S. government agencies ..................... 61,324 207 (79) 61,452
Municipal notes and bonds .................... 1,641 15 — 1,656
Corporate debt securities ...................... 8,934 53 (3) 8,984
Marketable investments ..................... $79,308 $285 $(82) $79,511
Current marketable investments .............. 59,085
Non-current marketable investments .......... $20,426

Contractual maturities of marketable investments at December 31, 2003 (in thousands):
Amortized Market

Cost Value
Lessthan one year ... ... . .. i $72,920  $72,961
Due in 1-2 YIS . . ..\ttt e 9,206 9,201
Due in 2-5 years . . ... e — —
Due after 5 years ... e — —
Marketable investments $82,126  $82,162

Actual maturities may differ from contractual maturities because some borrowers have the right to call or
prepay obligations. Gross realized gains and losses on the sale of securities are calculated using the specific
identification method, and were not material to the Company’s consolidated results of operations for 2003,
2002 and 2001.

(4) Restricted Cash

The Company has deposited approximately $11.5 million and $10.6 million with various banks as
collateral for letters of credit and performance bonds and has classified this cash as restricted on the
accompanying consolidated balance sheet at December 31, 2003 and December 31, 2002, respectively.
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(5) Property and Equipment

The cost and accumulated depreciation of property and equipment at December 31, 2003 and 2002 are as
follows (in thousands):

Estimated
2003 2002 Useful Life
Leasehold improvements. ........ ... ... .. . i $ 17,229 $ 22,539 Lesser of

lease term or
life of asset

Furniture and fixtures . ......... ... .. . . . . 4,772 4,639 5 years
Office equIpmMent .. ... 5,648 5,931 5 years
Computer eqUIPMENT . . . ..ottt e 11,807 19,231 3 years
39,456 52,340
Less accumulated depreciation. . ............... ... ......... (26,276)  (28,078)
Property and equipment, n€t ... $ 13,180 § 24,262

Depreciation and amortization expense was approximately $9.1 million, $13.7 million and $18.3 million
in 2003, 2002 and 2001 respectively.

(6) Goodwill

In July 2001, the FASB issued SFAS No. 141, “Business Combinations,” (SFAS 141) and SFAS
No. 142, “Goodwill and Other Intangible Assets” (SFAS 142). SFAS 141 requires that all business
combinations be accounted for under the purchase method only and that certain acquired intangible assets in a
business combination be recognized as assets apart from goodwill. SFAS 142 requires that ratable amortiza-
tion of goodwill be replaced with at least annual tests of the goodwill’s impairment and that intangible assets
other than goodwill be amortized over their useful lives. Companies had six months from the date of adoption
of SFAS 142 to complete a transitional goodwill impairment test, which is applied as of the beginning of the
fiscal year in which the standard was first adopted. SFAS 141 was effective for all business combinations
initiated after June 30, 2001 and for all business combinations accounted for by the purchase method for
which the date of acquisition was after June 30, 2001. The provisions of SFAS 142 were adopted by the
Company, as required, on January 1, 2002.

As a result of the provisions of SFAS 142, beginning January 1, 2002, the Company ceased amortization
of goodwill, which was approximately $101.8 million at that time. The Company performed an impairment
review of its goodwill as of January 1, 2002, under the transitional provisions of SFAS 142. The Company
identified its reporting units, allocated assets and liabilities to the reporting units and performed impairment
tests on the goodwill associated with each of the reporting units by comparing the reporting units’ book value
to their estimated fair value. Assets and liabilities, including goodwill, were allocated to reporting units based
on factors such as specific identification, percentage of revenue and headcount. The fair value of the reporting
units was estimated considering a market multiple of revenue approach. During the second quarter of 2002,
the Company completed the transitional impairment test of goodwill and concluded that no impairment of the
goodwill had occurred as of January 1, 2002. By June 30, 2002, the Company’s stock price had declined
significantly from January 1, 2002, at which point the Company’s market capitalization, based on its stock
price, was below its book value, and the Company performed an interim goodwill impairment test. The
Company’s stock price at January 2, 2002 was $7.235 per share and declined to $1.06 per share at June 28,
2002. Based on the analysis at June 30, 2002, the carrying amount of all reporting units exceeded their fair
values and a goodwill impairment charge of $101.8 million was recognized in the statement of operations
under the caption “Impairment of goodwill and intangible assets,” in 2002. This charge represented 100% of
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the goodwill balance at January 1, 2002. The valuation of the estimated fair value of reporting units based on a
market multiple of revenue approach required significant estimates and assumptions. These estimates contain
management’s best estimates, using appropriate and customary assumptions and projections at the time. If
different estimates or assumptions were used, it is reasonably possible that the analysis would have generated
materially différent results.

The following is a summary of reported loss from continuing operations and basic and diluted loss per
share from continuing operations for 2003, 2002 and 2001, as adjusted to remove the amortization of goodwill
(in thousands, :except per share amounts):

Years Ended December 31,

2003 2002 2001
Reported loss from continuing operations ................ $(4,898) $(222,462) $(185,809)
Add back: Goodwill amortization ....................... — — 18,897
Adjusted loss from continuing operations................. $(4,898) $(222,462) $(166,912)
Basic and diluted loss per share from continuing operations:
Reported basic and diluted loss per share from continuing
OPETatioNS . . . ..t $ (004) $ (178) & (L.50)
Goodwill amortization ..................0iiiii.... § — 3 — $ 0I5
Adjusted basic and diluted loss per share from continuing
OPETatioNS . .\ v\ v vttt $ (004) $ (1.78) $ (1.35)

(7) Intangible and Long-lived Assets

In connection with the acquisition of additional interest in HWT, intangible assets of $1.5 million,
primarily consisting of customer contracts and developed technology, were acquired during the first quarter of
2003. These intangible assets are being amortized on a straight-line basis over their remaining useful lives,
which will become fully amortized in the first quarter of 2006. The valuation of long-lived assets requires
significant estimates and assumptions, including fair value ¢stimates such as estimated replacement cost and
relief from royalty. These estimates contain management’s best estimates, using appropriate and customary
assumptions and projections at the time. If different estimates or adjustments were used, it is reasonably
possible that the Company’s analysis would have generated materially different results.

The carrying value of intangible assets and other long-lived assets is reviewed on a regular basis for the
existence of facts or circumstances, both internally and externally, that may suggest impairment. Factors the
Company considers important which could trigger an impairment review include:

+ significant underperformance relative to historical or projected future operating results;
« significant negative industry or economic trends;

» significant decline in stock price for a sustained period; and

« market capitalization relative to net book value.

[f such circumstances exist, the Company will evaluate the carrying value of long-lived assets, other than
goodwill, to determine if impairment exists based upon estimated undiscounted future cash flows over the
remaining useful life of the assets and comparing that value to the carrying value of the assets. If the carrying
value of the asset is greater than the estimated future cash flows, the asset is written down to its estimated fair
value. In determining expected future cash flows, assets are grouped at the lowest level for which cash flows
are identifiable and independent of cash flows from other asset groups. The Company determined that an

56



SAPIENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

interim impairment test of its long-lived assets was necessary at June 30, 2002 due to the significant decline in
the Company’s market capitalization, as determined by its stock price. Utilizing the lowest level of identifiable
cash flows for each long-lived asset group, the Company determined that the expected undiscounted cash
flows related to its long-lived asset groups would not recover the carrying value of the assets over their
remaining useful lives. Accordingly, the Company compared the carrying amounts of its long-lived assets to
their estimated fair values. Fair values were estimated using methods such as estimated replacement cost and
relief from royalty. Based on the analysis at June 30, 2002, the fair values of certain intangible assets were
below their carrying values and an impairment charge of $5.6 million was recognized in the statement of
operations under the caption “Impairment of goodwill and intangible assets,” for 2002. The Company
determined that an impairment test of intangible assets at December 31, 2003 was necessary due to the
continued lack of profitability in the HWT business unit to which our intangible assets pertain. The Company
determined as a result of this test, that the expected undiscounted cash flows related to HWT are expected to
recover the carrying value of the intangible assets over their remaining useful lives, and as a result, that no
impairment exists as of December 31, 2003.

The following is a summary of intangible assets as of December 31, 2003 and 2002 (in thousands):

December 31, 2003
Gross Carrying Accumulated Impairment Net Book

Amount Amortization Charge Value

Amortizable intangible assets
Marketing assets and customer lists. .. ... $ 2,320 $ (2,291) $— $ 29
Employment agreements ............... 1,000 (1,000) — —
Customer contracts ................... 1,439 (360) — 1,079
Developed technology ................. 12,110 (12,060) — 50
Total ... $16,869 $(15,711) $— $1,158

December 31, 2002

Gross Carrying Accumulated Impairment Net Book
Amount Amortization Charge Value

Amortizable intangible assets

Marketing assets and customer lists. ... .. $ 4,100 $ (2,481)  $(1,519) § 100
Employment agreements............... 1,000 (778) — 222
Developed technology ................. 16,160 (10,980) (4,116) 1,064

Total ... $21,260 $(14,239) $(5,635)  $1,386

Amortization expense related to the intangible assets was $1.7 million, $4.3 million and $9.2 million for
2003, 2002 and 2001, respectively. Amortization expense related to intangible assets is expected to be
$515,000 each year for 2004 and 2005. The remaining balance of $128,000 of amortizable intangible assets is
expected to be fully amortized in the first quarter of 2006.

(8) Investments and Minority Interest

On October 25, 2000, the Company invested $3.7 million in DI, a management consulting company that
develops strategies for e-businesses in Japan, and acquired a 19% interest. Under the terms of the Company’s
investment agreement with DI, the Company had one seat on DI's board of directors, with special voting
rights and other privileges, and, therefore, used the equity method of accounting for this investment. In 2002
and 2001, the Company’s equity ownership percentage in DI was diluted from approximately 19% to
approximately 15.7%, as a result of subsequent sales of DI’s common stock. Both rounds of financing by DI
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were at a higher price per share than the Company previously paid, and the Company recorded gains of
$1.8 million and $1.4 million for 2002 and 2001, respectively, as a result of the change in equity interest.

During the fourth quarter of 2002, the Company discontinued its Sapient KK operations in Japan (See
Note 17). On November 14, 2002, as part of the dissolution of Sapient KK, the Company and DI agreed to
unwind the cross ownership position between DI and Sapient KK in exchange for DI lifting certain trade
restrictions on iits common stock owned by the Company. In addition, the Company’s designee on DI’s Board
of Directors resigned his position as a Director of DI in November 2002. From November 2002, the Company
used the cost method of accounting, since the Company no longer had the ability to significantly influence DI.
The Company has sold all of its remaining interest in DI for net cash proceeds of $8.6 million and $585,000 in
2003 and 2002, respectively, realizing gains of approximately $2.8 million and $43,000 in 2003 and 2002,
respectively.

On July 2, 2003, the Company reached an agreement with the management team of Sapient S.p.A.,
formerly the Company’s joint venture in Milan, Italy, pursuant to which the management team acquired all of
the shares of Sapient S.p.A. from the shareholders of the joint venture. As a result, the Company no longer
holds any ownership interest in the voting shares of Sapient S.p.A. and the joint venture agreement has been
terminated. The management team is the exclusive licensee of Sapient’s intellectual property in Italy and the
Company is erititled to a royalty equal to 2% of the annual revenue of Sapient S.p.A. beginning July 2, 2005.
The Company also has an option to purchase 100% of the ownership of Sapient S.p.A., based on a formula
which estimates fair value, among other rights. The option is exercisable from July 2007 through July 2010.

(9) Restructuring and Other Related Charges

As a result of the decline in the demand for advanced technology consulting services that began in the
second half of 2000, and the resulting decline in the Company’s service revenues in 2001 and 2002, the
Company restructured its workforce and operations in 2001, 2002 and in the second quarter of 2003.

In connection with the restructuring plan implemented in the second quarter of 2003, the Company
recorded restructuring and other related charges of approximately $1.4 million. This restructuring action
resulted in the termination of 40 employees. This restructuring action was due to the skill sets of certain
employees not matching the Company’s current business requirements and due to a significant decline in the
demand for the Company’s services in its Financial Services business unit through the second quarter of 2003.
In the third quarter of 2003, the Company recorded restructuring and other related charges of approximately
$0.7 million, primarily due to decreases in its estimated sub-lease income in connection with the restructuring
plans previously announced.

In connection with the restructuring plans implemented in 2002, the Company recorded restructuring and
other related charges of approximately $66.9 million during 2002. The 2002 restructuring plans resulted in the
termination of 863 employees. The restructuring plans also included discontinuing operations in Japan, closing
offices in Houston and Denver and consolidating office space in other cities where the Company had excess
office space. In connection with the termination of certain former TLG employees, the Company accelerated
the vesting of approximately 138,000 shares of restricted common stock as a part of their severance packages,
resulting in a non-cash charge of approximately $903,000. Restructuring charges of $662,000 related to the
Company’s Japan subsidiary was reported in the Company’s loss from discontinued operations for 2002.
Estimated costs for the consolidation of facilities are comprised of contractual rental commitments for office
space vacated and related costs, brokerage and related costs to sublet the office space, leasehold improvement
write-downs, offset by estimated sub-lease income. The total reduction of office space resulting from these
office closings and consolidations was approximately 391,000 square feet.

In connection with the restructuring plans announced in 2001, the Company recorded restructuring and
other related charges of $100.6 million. The restructuring plans resulted in the termination of 1,251
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employees. The restructuring plans also included closing the Sydney, Australia office and consolidating office
space in other cities where the Company had multiple office locations. Included in the restructure charge is
approximately $561,000 related to the Company’s Japan subsidiary which is now included in its loss from
discontinued operations for the year ended December 31, 2001. Estimated costs for the consolidation of
facilities are comprised of contractual rental commitments for office space vacated and related costs,
brokerage and related costs to sublet the office space, leasehold improvement write-downs, offset by estimated
sub-lease income. The total reduction of office space resulting from these office closings and consolidations
was approximately 639,000 square feet.

These restructuring charges and accruals require significant estimates and assumptions, including sub-
lease income assumptions. The consolidation of facilities required the Company to make estimates, which
included contractual rental commitments or lease buy-outs for office space being vacated and related costs,
leasehold improvement write-downs, offset by estimated sub-lease income. The Company’s sub-lease
assumptions include anticipated rates to be charged to a sub-tenant and the timing of the sub-lease
arrangement. These estimates and assumptions are monitored on at least a quarterly basis for changes in
circumstances. It is reasonably possible that such estimates could change in the future, resulting in additional
adjustments and these adjustments could be material.

Charges for restructuring and other related activities as of, and for 2003, 2002 and 2001 were as follows
(in thousands):

Additional Additional -,
Balance Charge- Charge- Utilized Balance
12/31/02 Q2 Q3 Non-Cash Cash 12/31/03
Workforce .......... .. ... $ 5,133 $1,612 $(40) $ (16) $ (6,447) § 242
Facilities ................ 68,443 (214) 771 (2,379) (26,082) 40,545
$73,576 $1,398 $737 $(2,395) $(32,529) $40,787
Current accrued
restructuring costs. ...... 18,237
Non-current accrued
restructuring costs. ... ... $22,550
Additional Additional Additional Additional -
Balance  Charge-  Charge-  Charge-  Charge- Utilized Balance
12/31/61 Qt Q2 Q3 Q4 Adjustments Non-Cash Cash 12/31/62
Workforce ............. ..., $ 1,635 §$12,967  $3,100 $ 697 § 7,119 $ (643) § (903) $(18.839) $ 5,133
Facilities .................. 51,705 34,981 6,153 820 4,439 (3,883) (3,968) (21,804) 68,443
Depreciable assets .......... — 787 528 — 485 — (1,797) — —
$53,340 348,735  $9,778 $1,517  $12,043 $(4.526)  $(6,668) $(40,643) $73,576
Current accrued restructuring
COSES . vt 36,466
Non-current accrued
restructuring costs ........ $37,110
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Original Additional Utilized Balance
Charge Charge Adjustments Non-Cash Cash 12/31/01
Workforce ............. $11,948 $11,691 $ 832 $ (67) $(22,789) $ 1,635
Facilities .............. 33,285 23,549 13,217 (6,470) (11,876) 51,705
Depreciable assets....... 2,109 2,769 1,220 (6,098) — —

$47,342  $38,009 $15,289 $(12,635) $(34,665) $53,340

Current accrued
restructuring costs. . ... 17,829

Non-current accrued
restructuring costs. . . .. $35,511

The remaining accrued restructuring costs are $40.8 million at December 31, 2003, of which the cash
portion is $37.3 million. The cash outlay over the next 12-month period is expected to be $16.2 million and the
remainder will be paid through 2011.

(10) Income Taxes

The provision (benefit) for income taxes consists of the following:

2003 2002 2001
(In thousands)
Federal, CUITENt . ... oot $§ —  $(17,217) $(11,634)
State, CUMTENt . . . ottt e e 500 201 117
Foreign, current. . ... ...t e 837 (648) 710
Subtotal, current income tax provision (benefit) ........... 1,337 (17,664)  (10,807)
Federal, deferred .. ... .. .. . — — 6,674
State, deferred .. .. . e — (921) 1,042
Foreign, deferred . .......... ... .. . . . . — — —
Subtotal, deferred income tax provision (benefit)........... — (921) 7,716
Income tax provision (benefit) ............................ $1,337  $(18,585) $ (3,091)

The income tax benefit of the employee stock option compensation expense for tax purposes in excess of
amounts recognized for financial reporting purposes credited to additional paid-in capital was $20.6 million for
2001. No amounts were credited to additional paid-in capital for 2003 or 2002.
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Income tax expense for 2003, 2002 and 200! differed from the amounts computed by applying the
U.S. statutory income tax rate to pre-tax income as a result of the following:

2003 2002 2001

Statutory income tax (benefit) rate .......... ... ... ... (35.0)% (35.0)% (35.0)%
Impact of the Job Creation and Worker Assistance Act of 2002 ....... — (6.9) _
State income taxes, net of federal benefit ......... ... ... ... ... ..., 9.1 (3.2) (4.3)
Non-deductible goodwill ....... ... ... . ... . . — 13.3 3.1
Valuation allowance . ........ .. .. 63.3 23.5 354
Other, Net. . oo 0.2 0.6 (0.3)
Effective income tax (benefit) rate.......... ... ... ... ... ... 37.6% (1.1)% (1.6)%

At December 31, 2003 and 2002, deferred income tax assets and liabilities resulted from differences in
the recognition of income and expense for tax and financial reporting purposes. The sources and tax effects of
these temporary differences are presented below:

2003 2002
(In thousands)

Deferred income tax assets (liabilities), current:

Deferred revenue ... ... 3 782 § 1,888
Allowance for doubtful accounts ............ ... ... ... ... .. .. ... 462 717
Other reserves and accruals . ... 2,511 1,430
Unbilled revenue . ......... .. (3,457) (2,966)
Restructuring charges . ... ...t i 77 1,346

Gross deferred income tax assets (liabilities), current ........... 375 2,415
Valuation allowance . ... ... ... . o (375) (2,415)

Net deferred income tax assets (liabilities), current ............. $ — § —

Deferred income tax assets (liabilities), non-current:

Property and equipment ........... ... ... $ (409) $ 3,148
In-process research and development ............................. 2,895 3,194
Goodwill and other intangibles ... .......... ... ... ... .. ., 5,079 5,075
Tax credits ... 4,786 4,786
Unused net operating 10sses .. ...t 89,996 71,431
Restructuring charges ....... ... ... . . . .. . 15,319 25,739
O her . o — —
Gross deferred income tax assets (liabilities), non-current........ 117,666 113,373
Valuation allowance . . ... . . (117,666)  (113,373)
Net deferred income tax assets (liabilities), non-current ........... $ — $ —

The Company has net operating loss carry-forwards of approximately $191 million and $144 million
related to U.S. federal purposes, $286 million and $239 million related to state jurisdictions, and $18 million
and $20 million related to foreign jurisdictions at December 31, 2003 and 2002, respectively. If not utilized,
the net operating loss carry-forwards will begin to expire at various times beginning in 2007. The Company’s
federal and Massachusetts research and development tax credit carry-forwards for income tax purposes are
approximately $4.8 million and $4.8 million at December 31, 2003 and 2002, respectively. If not utilized, the
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federal tax credit carry-forwards will begin to expire in 2017. In assessing the realizability of deferred income
tax assets, the iCompany considers whether it is more likely than not that some portion or all of the deferred
income tax assets will not be realized. As a result of operating losses incurred in 2001, 2002 and 2003 and
uncertainty as to the extent and timing of profitability in future periods, the Company recorded a full valuation
allowance of approximately $118.0 million and $115.8 million at December 31, 2003 and 2002, respectively.
The assessment of the valuation allowance requires significant judgment and can materially affect net income.
If the realization of deferred tax assets in the future becomes more likely than not, an adjustment to the
deferred tax assets would increase net income in the period such determination is made.

The Company has a deferred tax asset pertaining to net operating loss carry-forwards resulting from the
exercise of employee stock options of approximately $4.6 million and $4.4 million at December 31, 2003 and
2002, respectively. When recognized, the tax benefit of these loss carry-forwards will be accounted for as a
credit to additional paid-in-capital.

The Company did not provide for United States income taxes and foreign withholding taxes on a
cumulative total of approximately $9.1 million and $5.2 million of undistributed earnings for certain non-
United States subsidiaries at December 31, 2003 and 2002. The Company intends to reinvest any earnings
indefinitely in operations outside the United States.

Net total income taxes (received) paid in 2003, 2002 and 2001 were approximately $(200,000),
$(33.0) million, and $565,000, respectively.

(11) Commitments and Contingencies

The Company maintains its executive offices in Cambridge, Massachusetts and operating offices in
several locations throughout the United States and abroad. Future minimum rental commitments under non-
cancelable operating leases with initial or remaining terms in excess of one year at December 31, 2003, net of
estimated sublease income of $8.2 million and $14.4 million under existing sublease arrangements and
expected future sublease arrangements, respectively, were as follows (in thousands):

_Total
2004 L e e e $22,867
20008 L 11,408
2006 L 10,212
2007 L 4,580
2008 . e 4,181
Therealter . ..o e 9,430

Rent expense for the years ended December 31, 2003, 2002 and 2001 was approximately $7.2 million,
$10.9 million and $22.4 million, respectively.

The Company has certain contingent liabilities that arise in the ordinary course of its business activities.
The Company accrues contingent liabilities when it is probable that future expenditures will be made and such
expenditures can be reasonably estimated. The Company is subject to various legal claims totaling
approximately $7.2 million and various administrative audits, each of which have arisen in the ordinary course
of our business. The Company has an accrual at December 31, 2003 of approximately $1.0 million related to
certain of these items. The Company intends to defend these matters vigorously, although the ultimate
outcome of these items is uncertain and the potential loss, if any, may be significantly higher or lower than the
amounts that the Company has previously accrued.
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As permitted under Delaware law, the Company’s Amended and Restated Certificate of Incorporation
provides that the Company will indemnify its officers and Directors for certain claims asserted against them in
connection with their service as an officer or Director of the Company. The maximum potential amount of
future payments that the Company could be required to make under these indemnification provisions is
unlimited. However, the Company has purchased certain Directors’ and Officers’ insurance policies that
reduce its monetary exposure and enable it to recover a portion of any future amounts paid. As a result of the
Company’s insurance coverage, the Company believes the estimated fair value of these indemnification
arrangements is minimal.

The Company frequently has agreed to indemnification provisions in professional services agreements
with its clients and in its real estate leases in the ordinary course of its business. Pursuant to these provisions,
the Company indemnifies the indemnified party for certain losses suffered or incurred by the indemnified
party. With respect to the Company’s professional services agreements, these indemnification provisions
typically apply to any claim asserted against its client for infringement of intellectual property rights, but may
also include claims asserted against its client relating to personal injury or property damage, violations of law
or certain breaches of the Company’s contractual obligations. With respect to lease agreements, these
indemnification provisions typically apply to claims asserted against the landlord relating to personal injury
and property damage caused by the Company, violations of law or to certain breaches of the Company’s
contractual obligations. In each case, the term of these indemmification provisions generally survives the
termination of the agreement, although the provision has the most relevance during the contract term and for
a short period of time thereafter. The maximum potential amount of future payments that the Company could
be required to make under these indemnification provisions is unlimited, although in many cases the
Company’s liability for indemnification is limited to a specific dollar amount in the applicable contract. The
Company also has purchased insurance policies covering professional errors and omissions, property damage
and general liability that reduce its monetary exposure for indemnification and enable it to recover a portion of
any future amounts paid. The Company has never paid any material amounts to defend lawsuits or settle
claims related to these indemnification provisions. Accordingly, the Company believes the estimated fair value
of these indemnification arrangements is minimal.

The Company frequently warrants that the technology solutions it develops for its clients will operate in
accordance with the project specifications without defects for a specified warranty period, subject to certain
limitations that the Company believes are standard in the industry. In the event that defects are discovered
during the warranty period, and none of the limitations apply, the Company is obligated to remedy the defects
until the solution that the Company provided operates within the project specifications. The Company is not
typically obligated by contract to provide its clients with any refunds of the fees they have paid, although a
small number of its contracts provide for the payment of liquidated damages upon default. The Company has
purchased insurance policies covering professional errors and omissions, property damage and general liability
that reduce its monetary exposure for warranty-related claims and enable it to recover a portion of any future
amounts paid. The Company typically provides in its contracts for testing and client acceptance procedures
that are designed to mitigate the likelihood of warranty-related claims, although there can be no assurance
that such procedures will be effective for each project. The Company has never paid any material amounts
with respect to the warranties for its solutions, although the Company sometimes commits unanticipated levels
of effort to projects to remedy defects covered by its warranties. Deferred revenues on contracts related to
warranties is immaterial as of December 31, 2003 and 2002.

(12) Stock Plans
(a) 1992 Stock Option Plan

During 1992, the Company approved the 1992 Stock Plan (the 1992 Plan) for its employees. The
1992 Plan provided for the Board of Directors to grant stock options, stock purchase authorizations and stock
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bonus awards up to an aggregate of 20,000,000 shares of non-voting common stock. Since consummation of
the Company’s initial public offering of common stock in April 1996, no further grants or awards may be made
pursuant to the 1992 Stock Plan. No options remain outstanding under the 1992 Plan.

(b) 1996 Equity Stock Incentive Plan

The Company’s 1996 Equity Stock Incentive Plan (the 1996 Plan) authorizes the Company to grant
options to purchase common stock, to make awards of restricted common stock and to issue certain other
equity-related awards to employees and directors of, and consultants to, the Company. A total of
19,200,000 shares of common stock may be issued under the 1996 Plan. The 1996 Plan is administered by the
Compensation Committee of the Board of Directors, which selects the persons to whom stock options and
other awards are granted and determines the number of shares, the exercise or purchase prices, the vesting
terms and the expiration dates of options granted. Non-cualified stock options may be granted at exercise
prices which are above, equal to or below the grant date fair market value of the common stock. The exercise
price of options qualifying as Incentive Stock Options may not be less than the fair market value of the
common stock on the grant date. Stock options granted under the 1996 Plan are nontransferable, generally
become exercisable over a four-year period and expire ten years after the date of grant (subject to earlier
termination in the event of the termination of the optionee’s employment or other relationship with the
Company).

(c¢) 1996 Employee Stock Purchase Plan

The Company’s 1996 Employee Stock Purchase Plan (the Purchase Plan) authorized the issuance of up
to 3,600,000 shares of common stock to participating employees through a series of semi-annual offerings. The
maximum number of shares available in each offering was 200,000 shares (plus any unpurchased shares
available from previous offerings) for the first six offerings, 240,000 shares (plus any unpurchased shares
available from' previous offerings) for the seventh through ninth offerings, 480,000 shares (plus any
unpurchased shares available from previous offerings) for the tenth offering and 600,000 shares (plus any
unpurchased shares available from previous offerings) for the eleventh and twelfth offerings. As of June 30,
2002, all twelve offerings have occurred, and the Purchase Plan expired. Under the Purchase Plan, the
Company sold 1,198,002 and 856,849 shares of common stock in 2002 and 2001, respectively.

(d) 1996 Director Stock Option Plan

The Company’s 1996 Director Stock Option Plan (the Director Plan) authorizes the issuance of
240,000 shares of common stock. Each non-employee dirsctor elected to the Board of Directors after the
adoption of the Director Plan will, upon his or her election, automatically be grarited an option to purchase
40,000 shares of common stock at an exercise price equal to the fair market value of the Company’s common
stock on the grant date. Options granted pursuant to the Directors Plan vest in four equal annual installments
commencing on the first anniversary of the date of grant and generally expire ten years after the date of grant.
As of December 31, 2003 and 2002, options to purchase 80,000 and 40,000 shares, respectively, of common
stock were outstanding under the Director Plan.

(e) 1998 Stock Incentive Plan

The Company’s 1998 Stock Incentive Plan (the 1998 Plan) authorizes the Company to grant options to
purchase common stock, to make awards of restricted commion stock, and to issue certain other equity-related
awards to employees and directors of, and consuitants to, the Company. The total number of shares of
common stock which may be issued under the 1998 Plan is 18,000,000 shares. The 1998 Plan is administered
by the Compensation Committee of the Board of Directors, which selects the persons to whom stock options
and other awards are granted and determines the number of shares, the exercise or purchase prices, the vesting
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terms and the expiration date. Non-qualified stock options may be granted at exercise prices which are above,
equal to or below the grant date fair market value of the common stock. The exercise price of options
qualifying as Incentive Stock Options may not be less than the fair market value of the common stock on the
grant date. Stock options granted under the 1998 Plan are nontransferable, generally become exercisable over
a four-year period and expire ten years after the date of grant (subject to earlier termination in the event of the
termination of the optionee’s employment or other relationship with the Company).

(f) Human Code 1994 Stock Option/Stock Issuance Plan

Prior to the acquisition of Human Code, options to purchase approximately 2,864,000 shares of Human
Code common stock were outstanding at exercise prices between $0.10 and $3.25 per share. As a result of the
acquisition, the Company assumed these outstanding Human Code stock options and converted them into
options to purchase approximately 471,000 shares of the Company’s common stock at exercise prices between
$1.00 and $32.64 per share. The options vest ratably over periods up to four years. The Company recorded
deferred compensation of $11.2 million related to the intrinsic value of the unvested options, of which
approximately $16,000 has not been amortized as of December 31, 2003. Stock-based compensation expense
relating to these options was approximately $105,000, $342,000 and $2.0 million for 2003, 2002 and 2001,
respectively. In connection with the termination of certain Human Code employees to whom the deferred
compensation related, $63,000 and $374,000 were reversed through additional paid-in-capital during 2003 and
2002, respectively. The remaining deferred compensation will be charged to operations and will be fully
amortized in the first quarter of 2004. No further grants may be made pursuant to the Human Code Plan.
Previously outstanding options under the Human Code Plan remain outstanding, and are exercisable for
shares of the Company’s common stock.

(g) 2001 Stock Option Plan

The Company’s 2001 Stock Option Plan (the 200! Plan) authorizes the Company to grant options to
purchase common stock to employees and directors of, and consultants to, the Company. The total number of
shares of common stock which may be issued under the 2001 Plan is 12,000,000 shares. The 2001 Plan is
administered by the Board of Directors, or a subcommittee thereof, which selects the persons to whom stock
options are granted and determines the number of shares, the exercise prices, the vesting terms and the
expiration date. Under the terms of the 2001 Plan, no stock options, including non-qualified options, may be
granted at exercise prices which are below the grant date fair market value of the common stock. Stock
options granted under the 2001 Plan are nontransferable, generally become exercisable over a four-year period
and expire ten years after the date of grant (subject to earlier termination in the event of the termination of the
optionee’s employment or other relationship with the Company).

(h) 2002 Employee Stock Purchase Plan

The Company’s 2002 Employee Stock Purchase Plan (the 2002 Purchase Plan) authorizes the issuance
of up to 2,700,000 shares of common stock to participating employees through a series of periodic offerings.
The precise length of each offering, and the maximum number of shares available for purchase in each
offering, are established by the Company’s Board of Directors in advance of the applicable offering
commencement date. The first offering under the 2002 Purchase Plan ran from July 1, 2002 until February 28,
2003, and the maximum number of shares available was 720,000 shares. The second and third offerings under
the 2002 Purchase Plan ran for six months each, and the maximum number of shares available in each
offering was 540,000 shares (plus any unpurchased shares from previous offerings). The fourth offering will
run from March 1, 2004 through August 31, 2004 and the maximum number of shares available will be
540,000 (plus any unpurchased shares from previous offerings). An employee becomes eligible to participate
in the Purchase Plan when he or she is regularly employed by the Company for at least 20 hours a week and
for more than five months in a calendar year on the first day of the applicable offering. The price at which
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employees can purchase common stock in an offering is 85 percent of the closing price of the common stock

on the Nasdaq National Market on the day the offering commences or on the day the offering terminates,
whichever is lower.

A summary of the status of the Company’s stock option plans for 2003, 2002 and 2001 is presented below:

2003 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Fixed Optians Shares Price Shares Price Shares Price

(In thousands, except per share data)

Outstanding at beginning of

VEAT .ttt 23236  $13.67 24,620  $19.55 28,034  $23.27
Granted.................... 5436  $ 298 7,432 § 243 7737 $9.75
Exercised ............... ... (963) $0.75 (136) $ 1.36 (1,929) $ 4.85
Forfeited . .................. (7,691) $14.67 (8.680) $19.96 (9,222)  $25.73
Outstanding at end of year .... 20,018 $11‘.04 23,236 $14.04 24,620  $19.55
Options exercisable at year

end........ ... o oL 9411 10,627 8,822

Weighted average grant date
fair value of options granted
during the year............ $ 1.97

o

1.9

[N
“3

7.4

(=8

The fair value of each option granted is estimated on the date of grant using the Black-Scholes option-
pricing model. The following are the weighted average assuraptions for grants in 2003, 2002 and 2001: dividend
yield of 0.0 percent for each year; expected volatility of 79, 124 and 117 percent in 2003, 2002 and 2001,
respectively; risk free interest rates ranging from 1.0 to 1.3 percent for 2003, 1.2 to 1.8 percent for 2002 and 1.8 to
6.0 percent for 2001; and expected lives of 4 years. The pro forma impact on the three years ended December 31,
2003 is not necessarily representative of the pro forma effects which may be expected in future years.

The following table summarizes information about stock options outstanding at December 31, 2003:

Options Outstanding Options Exercisable

Weighted Weighted Weighted
Average Average Average
Number Remaining Exercise Number Exercise

Range of Exercise Prices Outstanding Contractual Life Price Exercisable Price

‘ (In thousands) (In thousands)

$0.00 to $0.50 ........... 12 2.7 years $ 0.50 12 $ 0.50
$0.59 t0 $1.47 ........... 3,331 8.4 years $ 1.44 736 $ 145
$1.48 to $2.38 ........... 400 9.2 years $ 1.77 47 $ 1.57
$2.39t0%$2.82 ........... 3,918 9.5 years $ 2.81 1 $ 250
$2.89 10 $393 ........... 2,401 7.6 years $ 4.80 1,014 $ 5.31
$595t0 $7.25 ... .. 2,031 5.4 years $ 6.63 1,693 $ 6.57
$7.27 to $10.31 .......... 2,563 5.6 years $ 9.66 2,029 $ 9.59
$10.33 to $15.59 ......... 2,061 6.1 years $11.76 1,463 $12.00
$15.63 to §51.22 ......... 2,436 6.0 years $34.07 1,878 $31.64
$51.94 t0 $69.28 ... ... .. 865 5.9 years $54.88 538 $55.39
$0.00 to $69.28 .......... 20,018 7.2 years $11.04 9,411 $15.29
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(13) Retirement Plans

The Company established a 401 (k) retirement savings plan for employees in June 1994. Under the
provisions of the plan, the Company matches 25 percent of an employee’s contribution, up to a maximum of
$1,250 per employee per year. Total Company contributions in 2003, 2002 and 2001 were approximately
$0.6 million, $1.2 million and $2.3 million, respectively.

(14) Stockholders’ Equity
(@) Restricted Common Stock

On October 23, 2002, the Company granted 324,500 shares of restricted common stock to senior
executive officers of the Company. The Company did not make grants of restricted shares to
Messrs. Greenberg and Moore. These shares vest ratably over a period of four years from the grant date. The
Company measured the intrinsic value of the shares based on the market value of the shares on the date of the
grant. Four of these senior executive officers have since left the Company and 67,500 shares were forfeited as a
result. The stock-based compensation charge will be approximately $19,000 per quarter for the next 11
quarters, and $5,000 for the final quarter. On March 21, 2003, HWT issued 50,000 restricted shares of its
common stock to an executive officer of HWT. The restricted shares vest ratably over a period of four years.
The stock-based compensation charge will be approximately $3,300 per quarter for the next 13 quarters.

In connection with the TLG acquisition, in July 2001, the Company issued $10.0 million of restricted
common stock to the former TLG employees continuing with the Company, of which approximately $600,000
has not been amortized as of December 31, 2003. The stock-based compensation charge for former TLG
employees was approximately $0.9 million $2.7 million and $2.1 million for 2003, 2002 and 2001, respectively.
In connection with the termination of certain TLG employees to whom the deferred compensation relates,
approximately $490,000 of deferred compensation was reversed through additional paid-in-capital during
2003, and approximately $2.0 million of deferred compensation was reversed through additional paid-in-
capital and approximately $903,000 was charged to restructuring and other related charges during 2002. The
remaining deferred compensation will be charged to operations at the rate of approximately $181,000 per
quarter for each of the first three quarters of 2004, and $60,000 for the fourth quarter of 2004.

(b) Unrestricted Common Stock

On August 8, 2003, the Company issued 3,000 shares of unrestricted common stock under its 1996
Equity Stock Incentive Plan to a former member of its Board of Directors and a member of its new advisory
board. The shares were 100% vested upon issuance and the Company recorded stock based compensation in
the amount of approximately $8,000, which was the fair market value of these common stocks on the issuance
date.

(c) Preferred Stock

On February 13, 1996, the Board of Directors authorized an amendment to the Company’s Certificate of
Incorporation giving the Board the authority to issue up to 5,000,000 shares, $0.01 par value, of preferred stock
with terms to be established by the Board at the time of issuance. The Company has not issued shares of
preferred stock to date.

(d) Treasury Stock

On September 20, 2001, the Board of Directors authorized a stock repurchase program of up to
$25.0 million over a one-year period. Under this program, the Company repurchased 5.6 million shares of its
common stock for $5.7 million in 2002.

67



SAPIENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
On October 24, 2002, the Company announced an additional stock repurchase program of up to

$20.0 million over a one year period. Under this program, the Company repurchased 1.9 million shares of its
common stock for $3.4 million in 2003.

Any purchases under either stock repurchase programs were made from time-to-time, in the open
market, through block trades or otherwise.

In 2002 and 2003, the Company also repurchased 299,696 shares and 75,004 shares, respectively, of
restricted stock for $0.01 per share, as a result of forfeitures attributable to former TLG employees leaving the
Company prior to vesting.

(e) Loss Per Share

The following information presents the Company’s computation of basic and diluted loss per share for the
periods presented in the consolidated statements of operations (in thousands, except per share data):

2003 2002 2001

Loss from continuing operations ....................... $ (4,898) $(222,462) $(185,809)
Loss from discontinued operations ..................... $ — § (6,741) $ (3,959
Net 1088 oot $ (4,898) $(229,203) $(189,768)
Basic and diluted net loss per share:

Weighted average common shares outstanding ......... 121,188 124,961 124,256

Continuing operations. .............couuviiennnn.. $ (004) $ (@178 $ (1.50)

Discontinued operations ... ... § (000) $§ (005 $ (0.03)

Basic and diluted net loss per share .................. $ (0.04) $§ (1.83) $ (1.53)

Options te purchase approximately 16.3 million, 22.7 million and 22.5 million shares of common stock
were outstanding at December 31, 2003, 2002, and 2001, respectively, but were not included in the
computation of diluted loss per share because the Company recorded a net loss from continuing operations for
each of the vears.

(15) Investment in Consolidated Subsidiary

On January 24, 2003, the Company increased its ownership percentage in HWT, Inc. (HWT, formerly
HealthWatch Technologies, LLC ), a consolidated subsidiary, from 55% to 69% by purchasing a total of
587,092 shares:of HWT common stock from Jerry A. Greenberg and J. Stuart Moore, its Co-Chairmen and
Co-CEOs, for a total purchase price of $557,737, in cash. The purchase price per share paid to
Messrs. Greenberg and Moore was $0.95, which represented a substantial loss from their cost basis per share
of $5.00. Messrs. Greenberg and Moore are no longer shareholders of HWT. The Company also commenced a
tender offer on January 24, 2003 to purchase the remaining shares of HWT, for $1.05 per share, in cash. The
tender offer period expired on February 24, 2003. As a result of the tender offer, the Company purchased a
total of 927,395 shares of HWT common stock, for a total purchase price of $973,765, and the Company’s
ownership percentage in HWT increased from 69% to 85%. These acquisitions were accounted for as
purchases, and, the purchase price was allocated primarily to customer contracts and developed technology,
which are included in the accompanying consolidated balance sheet under the caption “Intangible assets, net.”
These assets will be amortized on a straight line basis over lives of 3 years.

On March 21, 2003, HWT issued 526,190 shares of its common stock to an executive officer of HWT in
connection with the executive’s initial employment with HWT including 50,000 restricted shares issued under
the executive’s employment agreement, and the remaining shares were purchased by the executive for
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$1.05 per share in cash. The Company’s ownership percentage in HWT was reduced to 79.5% as a result of the
March 2003 issuance. The Company recorded a gain of $365,000, as a result of the change in equity interest
resulting from the stock issuance to the executive. The Company accounted for this gain as a component of
stockholders’ equity due to losses incurred by HWT since inception.

(16) Related Party Transactions

On July 2, 2003, the Company reached an agreement with the management team of Sapient S.p.A., the
Company’s joint venture in Milan, Italy, pursuant to which the management team acquired all of the shares of
Sapient S.p.A. from the shareholders of the joint venture. As a result, the Company no longer holds any
ownership interest in the voting shares of Sapient S.p.A. and the joint venture agreement has been terminated.
The management team is the exclusive licensee of Sapient’s intellectual property in Italy and the Company is
entitled to a royalty equal to 2% of the annual revenue of Sapient S.p.A. beginning July 2, 2005. The Company
also has an option to purchase 100% of the ownership of Sapient S.p.A., based on a formula which estimates
fair value, among other rights. The option is exercisable from July 2007 through July 2010.

During 2002 and 2001, the Company recognized approximately $229,000 and $1.6 million, respectively,
in net revenues from consulting services provided to Sapient S.p.A. In addition to recognizing revenue for
services provided to Sapient S.p.A., the Company reduced general and administrative expenses by approxi-
mately $100,000 and $322,000 for start up and administrative services billed to the joint venture during 2002
and 2001, respectively. The Company had no material receivables or payables outstanding with this entity at
December 31, 2003, nor did the Company recognize any revenues or reductions to expenses in 2003. The
Company incurred costs of approximately $9,000 and $361,000 in start up services provided by DI to Sapient
KK in 2002 and 2001, respectively.

(17) Discontinued Operations

On October 25, 2002, as a result of the decline in the demand for advanced technology consulting services
in Japan and the resulting declines in Sapient KK's service revenues, the Company announced that it would
discontinue its Sapient KK operations in Japan. In December 2002, Sapient KK ceased its operating activities
and the Japan office was closed.

Japan’s operating results for 2002 and 2001 have been collapsed and reclassified into a single line item
under the caption “Loss from discontinued operations.” At December 31, 2003, the Company no longer
carries any asset or liability for Sapient KK in the Company’s consolidated balance sheet. The table below
presents the carrying amount of Sapient KK’s assets and liabilities, which are included in the Company’s
consolidated balance sheet at December 31, 2002 (in thousands):

December 31,

2002
Assets:
CUTTEIIE S5 & v ittt ettt et ettt e e e r s e e e e $ 447
Other assetS . ... i e _1,061
T0tal ASSETS . .ottt ﬂ
Liabilities:
Current Habilities. . .. ... 167
N @SSt . L et e $1,341
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The table below presents service revenues and pre-tax loss from discontinued operations for the years
ended December 31, 2002 and 2001 (in thousands):

2002 2001
SEIVICE TEVENMUES . . . ottt it e $ 2,401 % 4,533
Pre-tax loss from discontinued operations . ........... ... ... ... ... $(6,741) $(3,959)

The $6.7 million pre-tax loss from discontinued operations for the year ended December 31, 2002
includes losses on discontinued operations of approximately $1.0 million for a charge related to the repurchase
of minority interest and approximately $1.1 million for a write-off of cumulative translation adjustments. See
Note 8.

(18) Quarterly Financial Results (Unaudited)

The following tables set forth certain unaudited quarterly results of operations of the Company for 2003
and 2002. The quarterly operating results are not necessarily indicative of future results of operations.

Three Months Ended

March 31, June 30, September 30, December 31,
2003 2003 2003 2003

(In thousands, except per share data)
(Unaudited)

Revenues:
Service TEVEMUES . .\ vt v vt et iii et $43,846  $44,439 $44.661 $51,849
Reimbursable iexpenses ..., 2,354 2,347 2,265 2,608
Total gross revenues . ....... ..., 46,200 46,786 46,926 54,457
Operating expenses:
Project personnel costs, before reimbursable expenses 28,388 27,508 25,059 31,012
Reimbursable expenses ......................... 2,354 2,347 2,265 2,608
Total project personnel costs . .................. 30,742 29,855 27,324 33,620
Selling and marketing costs...................... 5,151 4,824 4,328 4,198
General and administrative costs ................. 13,533 14,219 14,442 15,329
Restructuring and other related charges ........... — 1,398 737 —
Amortization of intangible assets ................. 598 727 319 128
Stock-based compensation........... ... .. ....... 384 305 332 68
Total operating expenses .............c.ocooue... 50,408 51,328 47,482 53,343
Income (loss) from operations ..................... (4,208) (4,542) (556) 1,114
Other income (EXPense) . ...........ourvrvunennn.. (26) (170) 1,485 1,440
Interest iNCOME ... .o v vt i e 502 604 385 411
Income (loss) before income taxes ................. (3,732) (4,108) 1,314 2,965
Income tax provision ..............ccoeirnieeienn... 355 270 305 407
Net income (Joss) ......... .o $(4,087) $(4,378) $ 1,009 $ 2,558
Basic and diluted income (loss) per share ........... $ (0.03) $ (0.04) $ 001 $ 0.02
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Three Months Ended

March 31, June 30, September 30, December 31,
2002 2002 2002 2002

(In thousands, except per share data)
(Unaudited)

Revenues:

SErvICE TEVENUES . . . v v v et e e e e e e $ 49,123 § 39,741 $ 43,042 $ 41,905

Reimbursable expenses . ........................ 2,672 2,050 1,893 1,947
Total gross revenues . ...................... 51,795 41,791 44,935 43,852

Operating expenses:
Project personnel costs, before reimbursable

BXPEISES © vt e e 41,019 33,201 31,189 27,866
Reimbursable expenses .. ......... .. ... 2,672 2,050 1,893 1,947
Total project personnel costs ................ 43,691 35,251 33,082 29,813
Selling and marketing costs ................... 6,803 7,002 6,532 5,855
General and administrative costs .. ............. 24,344 21,350 17,333 16,311
Restructuring and other related charges (credits) . . 48,735 9,778 (4,269) 12,641
Impairment of goodwill and intangible assets. . ... — 107,430 — —
Amortization of intangible assets............... 1,566 1,566 598 598
Stock-based compensation .................... 638 701 1,358 464
Total operating expenses.................... 125,777 183,078 54,634 65,682
Loss from operations .. ......................... (73,982)  (141,287) (9,699) (21,830)
Gain on equity investment change in interest....... —_ 1,755 — —
Other income (expense) .............c.covevvnn.. (4) 8 (246) 275
Interest income . ... ... ... ... ... 1,184 1,229 975 924
Loss before income taxes, net equity from investees
and loss from discontinued operations........... (72,802)  (138,295) (8,970) (20,631)
Income tax provision (benefit)................... (19,460) 451 174 250
Loss before net equity from investees and loss from
discontinued operations .. ..................... (53,342)  (138,746) (9,144} (20,881)
Net equity income (loss) from investees .......... (6) (529) 162 24
Loss from continuing operations ................. (53,348)  (139,275) (8,982) (20,857)
Loss from discontinued operations. ............... (624) (453) (1,855) (3,809)
Net 108S . oot $(53,972) $(139,728)  $(10,837) $(24,666)
Basic and diluted loss per share:
Continuing operations . ......... ... ... ... $ (042) $ (L.10) $ (0.07) $ (0.17)
Discontinued operations ........................ $ (0.01) $ (0.00) $ (0.02) $ (0.03)
$ (043) $ (L.10) § (0.09) $ (0.20)
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REPORT OF INDEPENDENT AUDITORS ON
FINANCIAL STATEMENT SCHEDULE

To the Board of Directors and Stockholders
of Sapient Corporation:

Our audits of the consolidated financial statements referred to in our report dated January 29, 2004,
except for the third paragraph in Note 11, for which the date is March 11, 2004, appearing in this Annual
Report on Form 10-K also included an audit of the financial statement schedule listed in Item 15(a)(2) of
this Form 10-K. In our opinion, this financial statement schedule presents fairly, in all material respects, the
information set forth therein when read in conjunction with the related consolidated financial statements.

/s/ PRICEWATERHOUSECOOPERS LLP

Boston, Massachusetts
January 29, 2004
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SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

Years Ended December 31, 2003, 2002 and 2001

Balance at Charge to Balance at
Allowance for Doubtful Accounts Beginning of Year Expense Write-Offs End of Year
(In thousands)
December 31, 2001 .. ... ... ... .. .. $5,433 $2,706 $(4,919) $3,220
December 31,2002 ........ ... . $3,220 $ 263 $(1,237) $2,246
December 31,2003 ... ... ... e $2,246 $ 624 $(1,354) $1,516
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Cortrols and Procedures
Evaluation of Controls and Procedures

We maintain disclosure controls and procedures, which we have designed to ensure that material
information related to the Company, including our consolidated subsidiaries, is properly identified and
evaluated on a regular basis and disclosed in accordance with all applicable laws and regulations. We have
established a disclosure committee which consists of certain members of our senior management. The
disclosure committee carried out an evaluation, under the supervision and with the participation of our Co-
Chief Executive Officers, Mr. Greenberg and Mr. Moore, and our Chief Financial Officer, Ms. Johnson, of the
effectiveness of the Company’s disclosure controls and procedures and internal controls as of the end of the
period covered by this Annual Report. Based on that evaluation, Mr. Greenberg, Mr. Moore and Ms. Johnson
concluded that ithe Company’s disclosure controls and procedures and internal controls are effective in causing
material information to be collected, communicated and analyzed on a timely basis and in ensuring that such
information is disclosed in accordance with all applicable laws and regulations.

Changes in Controls and Procedures

Our management, including our Co-Chief Executive Officers and our Chief Financial Officer, evaluated
any changes in the Company’s internal controls over financial reporting that occurred during the fourth quarter
of 2003. Based on that evaluation, certain changes were identified that materially affected, or were reasonably
likely to materially affect, the Company’s internal control over financial reporting. In the fourth quarter of
2003, the Company adopted additional controls and procedures related to interest income, which include
reporting of bond premium amortization by all investment rnanagers and periodic testing of such amortization
by the Company. The Company believes that these control changes will further enhance the Company’s
overall internal control over financial reporting.

PART 111

Item 10. Directors and Executive Officers of the Company
A. Directors and Compliance with Section 16(a) of the Exchange Act

The response to this Item regarding the Directors of the Company, including the identification of the
members of the Audit Committee of the Company’s Board of Directors and information regarding audit
committee financial experts, will be contained in the Proxy Statement for the 2004 Annual Meeting of
Stockholders under the caption “Information About Our Directors” and is incorporated herein. The response
to this Item regarding compliance with Section 16(a) of the Exchange Act by the Company’s officers and
Directors will be contained in the Proxy Statement for the 2004 Annual Meeting of Stockholders under the
caption “Section 16(a) Beneficial Ownership Reporting Compliance” and is incorporated herein.

B. Executive Officers of the Company

The response to this Item is contained in Part I, after Ttem 4.

C. Code of Conduct

On January 22, 2003, our Board of Directors approved the Sapient Corporation Code of Ethics and
Conduct. Our Code of Ethics and Conduct covers all employees, Directors and independent contractors of the
Company, including our Co-Chief Executive Officers and our Chief Financial Officer. A copy of our Code of
Ethics and Conduct is included as an exhibit to this Annual Report. Any waivers of our Code of Ethics and
Conduct involving our executive officers will be posted on our Web site, http://www.sapient.com.
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Item 11. Executive Compensation
The response to this Item will be contained in the Proxy Statement for the 2004 Annual Meeting of

Stockholders under the captions “Information About Our Directors” and “Information About Executive
Compensation” and is incorporated herein.

Item 12. Security Ownership of Certain Beneficial Owners and Management
The response to this Item will be contained in the Proxy Statement for the 2004 Annual Meeting of

Stockholders under the caption “Information About Ownership of Our Common Stock™ and is incorporated
herein.

Item 13. Certain Relationships and Related Transactions

The response to this Item will be contained in the Proxy Statement for the 2004 Annual Meeting of
Stockholders under the caption “Certain Relationships and Related Transactions™ and is incorporated herein.

Item 14. Principal Accountant Fees and Services
The response to this Item will be contained in the Proxy Statement for the 2004 Annual Meeting of

Stockholders under the caption “Statement of Independent Auditors Fees and Services” and is incorporated
herein.

PART 1V

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
15(a) (1) Financial Statements
The Consolidated Financial Statements filed as part of this report are listed and indexed on page 38.

Schedules other than those listed in the index have been omitted because they are not applicable or the
required information has been included elsewhere in this report.

15(a) (2) Consolidated Financial Statement Schedules

Schedule IT — Valuation and Qualifying Accounts and Reserves are included in this report.

15(a) (3) Exhibits

The exhibits filed as part of this Annual Report on Form 10-K are listed in the Exhibit Index
immediately preceding the exhibits. The Company has identified in the Exhibit Index each management

contract and compensation plan filed as an exhibit to this Annual Report on Form 10-K in response to
Item 14(c) of Form 10-K.

15(b) Reports on Form 8-K
On October 24, 2003, the Company furnished a Current Report on Form 8-K regarding the press release
announcing the Company’s preliminary financial results for the three and nine months ended September 30,

2003, and a restatement of its financial results for the first two quarters of 2003.
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SIGNATURES

Pursuant ito the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant hasiduly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SAPIENT CORPORATION

By: /s/  JERRY A. GREENBERG

Jerry A. Greenberg
Co-Chairman and Co-Chief Executive Officer

Dated: March 12, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Registrant and in the following capacities and on the dates indicated.

Signature Title Date

Principal Executive Officers:

/s/  JERRY A. GREENBERG Co-Chairman and March 12, 2004
Co-Chief Executive Officer

Jerry A. Greenberg

/s/ J. STUART MOORE Co-Chairman and March 12, 2004
J. Stuart Moore Co-Chief Executive Officer

Principal Financial Officer:

/s/  SuwsaN D. JOHNSON Chief Financial Officer and Treasurer March 12, 2004
Susan D. Johnson

Principal Accounting Officer:

/s/ BRADLEY T. MILLER Chief Accounting Officer March 12, 2004
Bradley T. Miller

Directors:
/s/  JERRY A. GREENBERG March 12, 2004
Jerry A. Greenberg
/s/ J. STUART MOORE March 12, 2004
J. Stuart Moore
/s/  R. STEPHEN CHEHEYL March 12, 2004

R. Stephen Cheheyl
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Signature Title

/s/ DENNIS H. CHOOKASZIAN

Dennis H. Chookaszian

/s/ DARIUS W. GASKINS, JR.

Darius W. Gaskins, Jr.

/s/ GARY S. McKissock

Gary S. McKissock

/s/ BRUCE D. PARKER

Bruce D. Parker
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Date

March 12, 2004

March 12, 2004

March 12, 2004

March 12, 2004



EXHIBIT INDEX

Exhibit
_Number Description
3.1(1)  — Amended and Restated Certificate of Incorporation
3.2(2) —  Certificate of Amendment of the Amenced and Restated Certificate of Incorporation
3.3(3) —  Second Certificate of Amendment of the Amended and Restated Certificate of
Incorporation
3.4(1) — Amended and Restated Bylaws
4.1(1) —  Specimen Certificate for Shares of Common Stock, $.01 par value, of the Company
10.1(1)T — 1996 Equity Stock Incentive Plan
10.2(1)t — 1996 Director Stock Option Plan
10.3(2)¥ — 1998 Stock Incentive Plan
10.4(4)F — 2001 Stock Option Plan
14.1(5) —  Code of Ethics and Conduct
21%* —  List of Subsidiaries
23.1(a)* —  Consent of PricewaterhouseCoopers LLP
31.1* —  Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2% —  Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.3% —  Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1% —  Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

(1)

(2)

(3)

4)

(5)

Exhibits filed herewith.
Management contract or compensatory plan or arrangement.

Incorporated herein by reference to the Company’s Registration Statement on Form S-1 (File
No. 333-1586).

Incorporated herein by reference to the Company’s Form 10-K for the fiscal year ended December 31,
1998 (File No. 000-28074).

Incorporated herein by reference to the Company’s Form 10-K for the fiscal year ended December 31,
2000 (File No. 000-28074).

Incorporated herein by reference to the Company’s Proxy Statement for the 2001 Annual Meeting of
Stockholders (File No. 000-28074).

Incorporated herein by reference to the Company’s Form 10-K for the fiscal year ended December 31,
2002 (File No. 000-28074).
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